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DUAL-ACTION COMPTOMETER: 


The flick of a finger makes 
two machines out of one— 
one to calculate, the other to 
accumulate. Accuracy assured 
with 3-way Error Control — 
sight, sound and touch. Call 


your Comptometer representative. 


CoMPTOMETER ADDING-CALCULATING MACHINES 

are made only by Felt & Tarrant Manufacturing Co., 
and sold exclusively by its Comptometer Division, 
1734 N. Paulina St., Chicago 22, Ill. Offices in 
principal U. S. cities and throughout the world. 


Electric and non-electric models 





How to prepare for 


the CPA Examination 





TAS offers an intensive CPA Coaching Course which 
has produced outstanding results. It is available only 
to competent accountants qualified through training 
and experience to prepare for the CPA examination. 
No attempt is made to teach general accounting; the 
entire course is pointed directly at the CPA examination. 


© The need for special coaching has been well estab- 
lished by innumerable experienced accountants who 
have floundered in the examination room. They knew 
how to make audits but they didn’t know (1) how to 
analyze problems for the purpose of deciding quickly 
the exact requirements, (2) how to solve problems 
quickly, (3) how to construct definitions acceptable to the 
examiners, or (4) how to decide quick/y on proper 
terminology. 


@ The IAS-CPA Coaching Course has been designed 
for busy accountants. The home-study method of tutor- 
ing is ideally suited to CPA examination preparation. 
Maximum use can be made of every available hour. 


@ The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes 
hundreds of CPA examination problems and questions, 
with solutions supplemented by elaborate explanations 
and comments, working sheets, side calculations, and 
discussions of authoritative opinions. 


@ Written examinations at the end of each assignment 
require solutions to problems of CPA examination 
calibre. These are sent to the school where the grading, 
including personal comments and suggestions, is done 
by members of the IAS Faculty, all of whom are CPA’s. 
Supplementary review material is furnished to those 
who want to ‘brush up’’ on specific accounting sub- 
The IAS booklet, “How to Pre- jects, at no additional cost. 

pare for the C. P. A. Examina- 

tion,” is available upon request. ” 

Address your card or letter to the 


Secretary, LAS... INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD ®¢ CHICAGO 6, ILLINOIS 








CHRISTMAS 
GIFT SHOPPING 


from your own office 


For the business associates 
on your list—what could 
be more appropriate than 
a subscription to THE 
CONTROLLER ...... 
and how easy it is to take 
care of your business gifts 
by sending us your list 
of names and addresses 


NOW 


We'll do the rest. We'll 
notify each recipient that 


a subscription is being 
sent with your greetings. 


* 


HOLIDAY GIFT RATE 


Only $4.50 a year when 
you give two (or more) 
United States subscrip- 
tions. Add 50c a year for 
Canada and foreign. You 
may send us your check 
with your list—or we will 
be glad to invoice you. 
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SUBSCRIPTION DEPARTMENT 


THE CONTROLLER 
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KOLECT-A-MATIC plus 
SAFE-DESK assures efh- 
cient performance. 








“American Type Founders’ 


SUIAP* Accounts Receivable Record 
Saved over *22,000 the First Year” 


E. A. ZICKERT, MANAGER, CUSTOMER ACCOUNTS DEPARTMENT 


The *Simplified Unit Invoice Accounting Plan, suc- 
cessfully used by American Type Founders, Inc., a 
subsidiary of Daystrom, Inc., paid for itself the first 
year. The new accounts receivable plan was installed 
following a careful appraisal of various ways to achieve 
better and faster service and save operating costs. 
Modification and modernization of the original system 
was judged less practical. 

SUIAP permitted a reduction in personnel from 15% 
to 8. Costly expenditures for postage, statements, mail- 
ing envelopes, service contract and accounting machines 
and ledger cards were eliminated. Kolect-A-Matic 
equipment, the heart of the new system, permits instant 
finger-tip reference, all-in-one-place records and fast 
visible control of each account. 


SUIAP has important advantages for: 

Controllers & Accountants — provides complete 
proofs of posting and control figures and no transcrip- 
tion errors. 

Owners — greatly decreases clerical, office expenses. 

Credit & Collection Managers — fast, accurate credit 
authorization and automatic collection follow-up de- 
creases delinquencies and other bad debts. 

SUIAP, in Remington Rand certified insulated Safe- 
Desks, assures faster, more efficient and economical 
invoicing plus point-of-use protection against fire for 
every account. It is easily adapted to your specific need. 

Write for CH931, Room 2132, 315 Fourth Ave., 
N. Y. 10...a detailed, six page Case History explaining 
how American Type Founders, Inc. saves with SUIAP. 


Pan 





A RETAIL. VIEWPOINT ON COSTING 


Editors, THE CONTROLLER: 

In the August 1954 issue there was an 
article entitled ‘Better Management Con- 
trols Through Direct Costing” by W. R. 
Wright. I would like to mention that the 
same argument is going on in the retail 
field, and that I have been carrying on a 
long campaign to use what we call ‘‘con- 
tribution method of accounting,’ which 
is the same as the “basic margin” concept 
that Mr. Wright is putting forth. The 
arguments parallel in each case. 

However, I wonder why (and I speak 
as a retailer rather than a manufacturer) 
Mr. Wright felt that it was necessary to 
enter into an arbitrary allocation of con- 
stant costs in order to arrive at an operat- 
ing profit or loss by products. It seems to 
me that at this stage he can just as com- 
pletely distort the profitability of each 
product as he can by using a standard cost 
method. It would seem to me that there is 
no need to allocate the constant costs to the 
products because the responsibility of the 
control to the constant costs is usually be- 
yond the responsibility of the person re- 
sponsible for the product contribution to 
profit. 


It would seem to me that a manufactur- 
ing company has the same problem as a 
department store, in that they want the 
maximum contribution to overhead from 
each product, and that keeping the over- 
head or constant costs down should be 
a specific responsibiliiy, and placed under 
one executive or division. 


ROBERT KAHN 
Sherwood Swan and Company 
Oakland, California 


PEIRCE PRAISE 


Editors, THE CONTROLLER: 

James L. Peirce’s article, “The Planning 
and Control Concept,” in the September 
1954 issue of THE CONTROLLER maga- 
zine was very timely so far as we were 
concerned. We are in the throes of our 
annual budgeting process of laying out a 
plan of action for 1955. This activity will 
reach a crescendo in October and Novem- 
ber through a series of staff meetings 
where final decisions will be reached. 

In preparation for those meetings | 
have distributed Mr. Peirce’s article to all 
our department heads as required read- 
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ing, and will further emphasize his ma- 
jor points in a staff meeting next week. 

I presume most companies on a calen- 
dar year encounter the same problems and 
the Institute is to be congratulated on their 
good sense, of timing. Mr. Peirce is de- 
serving of separate congratulations for 
the substance of his articles which are a 
definite contribution to the literature on 
management. 


C. J. KUSHELL, Jr. 

Director of Finance 

The Port of New York Authority 
New York 


Editors, THE CONTROLLER: 

I called Jim Peirce to congratulate him 
upon his very fine article, “The Planning 
and Control Concept,” which appeared 
in the September 1954 issue of THE Con- 
TROLLER, and asked him if he would have 
any objection to our reproducing the ar- 
ticle for use within our own organization. 
Jim told me that you had obtained re- 
prints and he thought that some were still 
available. 

If you have them available I would ap- 
preciate it if you would send me ten 
copies. If not, I would like your permis- 
sion to reproduce the article. 


LESTER T. MOATE 
Controller 

American Steel Foundries 
Chicago, III. 


Reprints ave available at 25¢ per copy. 
Address Reprints, THE CONTROLLER, One 
East 42nd Street, New York 17, N. Y. 

—The Editors 


DEPRECIATION ALLOWANCES 

(Concluded) 

Editors, THE CONTROLLER: 

In another comment (THE CONTROL- 
LER, July 1954) on my recent contribu- 
tion on the subject of depreciation (No- 
vember 1953, January and May 1954), 
Professor Weinwurm suggests that my 
thesis will be rejected because my ‘‘point 
of view and . . . arguments are those of 
a theoretical economist.” In particular, he 
objects to my statement that “even in a 
period of rising prices it is very likely that 
most firms will find replacement costs, cor- 
rectly calculated, to be Jess than customary 
depreciation allowances.” 

Now there is one crucial test which 
Professor Weinwurm, or anyone else 
questioning the usefulness of a theoretical 
analysis may apply: Does what the theory 
“predicts” actually come true? Had he 
applied this test, I believe he would have 
been less skeptical of ‘the technique of 
constructing an abstract model” and in 
particular, perhaps, less critical of the par- 
ticular “model” involved in my analysis. 
The test would involve, specifically, con- 
sulting with the engineers and controllers 
of a fair sample of American firms to 
ascertain whether the annual cost of re- 
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Telephone Circle 74792 


PRESIDENTIAL MANAGEMENT CORPORATION 
254 WEST 54mm STREET, NEW YORK 19. N. Y. 


a 


Underwood Corporation . 
One Park Avenue 
New York 16, New York 
Attention: Mr. W. F. Oaks 
Gentlemen: 

We have now had two years of experience with the 
Underwood Sundstrand Model "D" Accounting Machine, and we thought that 
you would like to know how much help it has been to us and how highly 


we value it. 


Our organization manages properties for real estate 
investors specializing in 2-story and multi-story garden apartments 
from New England to the Midwest. Approximately 5,000 apartments. 

During the past two years, the Sundstrand machine has 
made our accounting control and accuracy simple and complete and has 
freed two of our girls for other duties. This improvement in our 
accounting methods has resulted from adapting the Sundstrand account- 
ing machine to the unique real estate accounting system which we our- 


selves, originated. 

This increased control and accuracy has been accompanied 
by operating savings of $6,800.00 per year! 

In addition to these advantages, sufficient in them- 
selves, we have found also that in spite of the size of our operations, 
we can, with the help of the Sundstrand, produce an accounting income 
statement for each apartment house development within the first three 
days of their accounting period. 


With its 10-key keyboard, the Underwood Sundstrand 
Accounting Machine is as easy ta operate as an Underwood Adding Machine. 
A clerk or a typist can be easily and quickly taught to use it. And our 
girls tell us that they can operate the machine all day without feeling 


tired. 


We enthusiastically recommend the Underwood Sundstrand 
Accounting Machine! 


Very truly yours, 
PRESIDENTIAL MANAGEMENT CORPORATION 


By 





wd 
Sidney Colin, Comptroller 
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NEWSPAPER PUBLISHERS 
by W. J. Pennington 


PRICING AND PLANNING 
by J. H. Rushton 


%e WHEN DISASTER STRIKES 
by E. E. McConnell 





placing plant and equipment currently be- 
ing retired exceeds annual depreciation 
charges. 

I have made this test directly with two 
giant midwestern companies and find that 
depreciation charges exceed considerably 
the cost of replacing current retirements. 
This is confirmed by more cursory exam1- 
nation of data for other large companies. 
I doubt very much that Professor Wein- 
wurm, or anyone else, will find that most 
firms are in a different situation. 

Some of the difficulty that Professor 
Weinwurm and others may have in recon- 
ciling both the theory and the facts with 
the hard-to-die notion that somehow re- 
placement costs must be greater than de- 
preciation charges (which equal original 
cost) in periods of rising prices, stems 
from the confusion between depreciation 
on a single unit of property and the total 
depreciation charges of a firm. For it is 
quite likely that in a period of rising prices 
the depreciation reserve on a fully lea: 
ciated asset will be less than the cost of 
purchasing an asset of equal serviceability. 
But the total depreciation charges of any 
firm in a single year are not equal to the 
accumulated depreciation reserves of the 
units being replaced. Rather they are 
based on the value of all the assets being 
depreciated. 

In the case of growing firms, these pre- 
dominantly younger assets currently being 
depreciated are considerably more numer- 
ous than the older assets being retired. 
Hence depreciation charges, based, as 


THE CONTROLLER 


Forthcoming Features 
IN THE CONTROLLER 


%& COST ANALYSIS PROCEDURES FOR 


% AN ECONOMIC ANALYSIS APPROACH TO 





they are, largely on the more numerous 
(and more expensive), newer assets are 
likely to be more than the replacement cost 
of the relatively few, older units being re- 
tired, even though price increases may 
make their replacement costs greater than 
the original investment. 

This distinction between the deprecia- 
tion reserve on units being retired and 
the total depreciation charges currently ac- 
cruing may be the root of my inability to 
make clear to Professor Weinwurm my 
objection to his charge that I insist “on 
closest correlation between original cost 
and replacement.’ For Professor Wein- 
wurm is correct in asserting that “‘total 
depreciation equals original cost by defi- 
nition,” only when he is referring to de- 
preciation and original cost of the same 
properties. When —— charges, as 
at present, are based chiefly on the tre- 
mendous capital acquisitions of the post- 
war period while the original cost rele- 
vant to the replacement problem relates to 
the relatively few acquisitions of many 
years ago, replacement costs may actually 
much exceed original cost and still be less 
than current depreciation charges. This is 
of course indicated by my “‘model”’ both in 
THE CONTROLLER articles and my more 
formal and mathematical effort in the De- 
cember 1952 American Economic Review 
(“Depreciation Allowances, Replacement 
Requirements and Growth’’). 

On the broader question of the use of 
theory and models, I hope this discussion 
will encourage rather than discourage 
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their use. Scientific advance, improvement 
of engineering and managerial techniques, 
indeed all progress must stem from the 
development and skillful application of 
general principles or theory. In the very 
area of depreciation charges, for example, 
I may suggest that there are tremendous 
implications for American business, un- 
der the new tax law, in the relation be- 
tween any form of accelerated deprecia- 
tion (the new tax law provides in effect 
several such methods of acceleration) and 
the amount of annual depreciation 
charges. I may humbly suggest that some 
of these implications may be gleaned from 
a perusal of a related “model” of mine in 
the November 1952 issue of The Quar- 
terly Journal of Economics (‘Accelerated 
Amortization, Growth and Net Profits’). 
Skillful application of this model and its 
theoretical principles by the management 
of American firms can reduce their tax 
liabilities in the years ahead by many bil- 
lions of dollars. 

In any event, interested as I am in re- 
lating these issues to the immediate prob- 
lems of the business and economic world, 
I plead happily guilty to the charge sug- 
gested by Professor Weinwurm and placed 
as a Caption over his letter by the editors 
of THE CONTROLLER; I have shown my 
colleagues proudly my designation as 
“theoretical economist.” 


ROBERT EISNER 

Associate Professor of Economics 
Northwestern University 
Evanston, IIl. 


Space limitations in THE CONTROLLER 
make it necessary that this letter and the ar- 
ticle on page 515 conclude, for the present, 
the discussions of depreciation allowances 


in these pages. 
—The Editors 
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JIVE KEYBOARD adding machine 


NOW! 


Every key 
is its own 
motor bar! 


Saves up to 50% hand motion! 


Now you can list and add without touch- 
ing a motor bar! 50% less hand travel 
—a great saving of effort for operators. 
No wonder they like it! 

Amounts are added and printed the 
instant they are set on the keyboard— 
because every key is electrified! No more 
“back and forth” motion from keyboard 
to motor bar—because every key is also 
a motor bar. The only completely elec- 
trified Adding Machine! 

National’s ‘“feather-touch” action 
makes it easier than ever to press com- 
binations of keys at one time—more 
time-and-effort-saving! 

All ciphers print automatically—still 
more effort and time saved! At the end 
of the day operators feel fresher—and 


they have accomplished more with less 
effort. 

The National Adding Machine gives 
you “Live” Keyboard plus 8 other time- 
saving features combined only on Na- 
tional: Automatic Clear Signal . . . Sub- 
tractions in red . . . Automatic Credit 
Balance in red. . . Automatic space-up 
of tape to tear-off line when total prints 

. Large Answer Dials . . . Easy-touch 
Key action . Full-Visible Keyboard 
. .. Rugged-Duty Construction in com- 
pact size for desk use. 

One hour a day saved with this exclu- 
sively National combination of features 
will repay the entire cost of a National 
Adding Machine every year—an annual 
return of 100%. 


THE NATIONAL CASH REGISTER COMPANY, vayron 9 on10 


949 OFFICES IN 94 COUNTRIES 


NOW 


you can forget the motor bar! 


Don’t buy any adding machine until 
you see this National! Printed words 
cannot explain all the ways this re- 
markable National saves operator ef- 
fort, saves time, saves money. You 
must see it to believe it. For a dem- 
onstration phone the nearest National 
office or National dealer. See it today! 











SAVE 2 out of 3 billing steps with 


CUAL, 


ULTIPLIER 


For complete volume billing work the Burroughs 
Miracle Multiplier Typewriter-Billing Machine is 


Computes and types the the world’s fastest answer. One big reason—on 
Ht i. complete invoice in one most applications, the usual three-step billing 


Hi “/\ continuous operation. procedure of (1) calculating, (2) typing, and (3) 
\ (> machine checking, is reduced to one. Calculating 
‘ and typing is a single, continuous operation; no 


machine checking is needed. 


Computes by direct 

\/ multiplication ...not In fact, this machine types and computes an in- 

ane by repeated addition. voice in less time than it would ordinarily take 
to copy it! 

Here’s the proved-in-use way to cut your billing 

Prints quantity, then prints operations . . . cut your billing costs. Get the full 

unit price and total amount _. story soon, from your Burroughs man. The Bur- 

simultaneously—no need __ roughs branch office near you is listed in the 

57 ss for machine checking of _ yellow pages of the phone book. Or write direct to 

4 ee quantities and price. Burroughs Corporation, Detroit 32, Michigan. 


‘ b 
WHEREVER THERE’S BUSINESS THERE’S Burroughs = D 








A Fable in Fringes 

From PIRA-Scope, published by the Personnel and In- 
dustrial Relations Association of Los Angeles, we culled the 
following—and relay it with the same relish we feel you 
will experience after reading it: 

An applicant for employment asked a personnel manager, 
“Does the company pay Blue Cross insurance?” 

“No, you pay for it; it’s deducted from your salary each 
month.” 

“Last place I worked they paid for it.” 

“Did they pay for your life insurance policy, too?’’ 

“Sure thing.” 

“Did you have profit sharing?” 

“Yea.” 

“Two- and three-week vacations?” 

“Uh-huh.” 

“A guaranteed annual wage?” 

“Yes, and big bonuses, and birthday gifts, and—” 

“Why did you leave?” 

“The company folded up.” 


Automation: Too Much, Too Soon? 

A cautionary word was spoken by W. G. Johnson, re- 
search and engineering manager of the Norton Company, 
Worcester, Mass., in a recent address before the American 
Society of Mechanical Engineers. Discussing the trend to 
automation, with machines that are more and more self-suf- 
ficient, he asked: 

“Is there a point beyond which the human factor should 
be allowed to count for something?” 

Management, it was pointed out, must decide whether it 
is economically advisable to attempt to replace the many 
skills of the human operator by mechanisms. Mr. Johnson 
pointed out that beyond a certain point, the aims of automa- 
tion ‘“‘can be gained only at the expense of added compli- 
cations which may not be worth the cost.” 

Mr. Johnson’s question is both pertinent and timely. It is 
safe to assume that advocacy of his viewpoint does not im- 
ply a desire to return to the so-called ‘‘good old days” when 
the village smithy and similar workers were the main source 
of production. 

Discussing Mr. Johnson's views, one commentator pointed 
out that “‘the issue is purely an economic one. These ma- 
chines are being designed to fill an economic need. High 
wages and the element of competition have created a de- 


mand for them; otherwise, they never would have been con- 
ceived or built.” 

But, it was noted, automation costs a great deal of money, 
and must be able to yield a profit on this cost, after pro- 
viding earnings with which to replace the new mechanisms. 


: In addition, highly trained and expensive operators and re- 


pairmen are needed. 

A final quotation from Mr. Johnson’s remarks is of in- 
terest: 

“The Lord must be smiling at us to see what a mess we 
make of these engineering problems when we ourselves are 
such a wonderfully, perfectly engineered composition of 
matter, motion, power and control.” 


25 Years After ‘29 


October 1929 has long been one of the milestones in the 
American economy (although many preferred to consider 
it something to be forgotten as rapidly as possible) because 
it marked the beginning of the long economic depression of 
the 1930's. A quarter century has since elapsed, with changes 
perhaps unequalled in any preceding quarter century in our 
history. 

To illustrate that “the present has little in common with 
the last boom year of another era,’’ Francis I. du Pont & Co., 
a New York investment firm, recently compiled the follow- 
ing table. It tells its own story: 

1929 


122 million 
$104 billion 
$ 88 billion 
$ Abillion 
$ 17 billion 


1954 


163 million E 
$355 billion E 
$295 billion E 
$ 22 billion M 
$271 billion 


Population 

Gross National Product 
National Income 
Personal Saving 

U. S. Government Debt 


$ 30 billion 
125 E 


Money in Circulation $ 4billion 

index of Industrial Production 59 

Expenditures for New Plant 
and Equipment 

Number of Households 

Housing Starts 


$ 27 billion E 
47 million 


$ 9 billion 
30 million 


62 million 
58 million E 
124 million net tons 


48 million 
26 million 
71 million net tons 


Number of People Employed 
Number of Automobiles and Trucks 
Steel Capacity 
Kilowatt Capacity of 

Utility Industry 
Value of the Dollar 

(1935-39 = 100) 


30 million kw. 102 million kw. E 


82 cents 52 cents 
Price-Times-Earnings Ratio— 
Industrial Stocks 
Yields: High-Grade Bonds 
Industrial Common Stocks 
Index of High-Grade Common Stocks 
Average of Low-Priced Shares 


2.80% 
4.60% 
212.7 


4.77% 
3.46% 
109.4 


E—Est. M—Annual Rate for Mar. ‘54 qtr. H-—-‘29 high. F—Based on Est. 
‘54 earnings 

The du Pont analysts point out that ‘for a clue to the 
changed psychology of the people, it is only necessary to 
consider the political thesis: Legislation which today is con- 
sidered conservative would have been labeled radical by even 
the progressives of a quarter century ago.” These are but a 
few of the pertinent underlying features which clearly indi- 
cate that there is little basis for a comparison of 1954 with 
1929. —PAUL HAASE 
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Concerning Management Consultants 


Marshall Granger 


Recently a management consultant firm 
signed up a large corporation for a lucra- 
tive assignment, collected several thou- 
sands of dollars and was thrown out al- 
most physically with no constructive 
achievement whatsoever. What caused this 
to happen? Such a huge task force was 
sent in that the periodic bills were beyond 
the financial resources of the corporation 
to bear for any length of time. Suddenly 
the officers realized this and took action. 


In another recent case, also not pub- 
licized by either party but known and 
talked about by many, the president of a 
well-known company had a close friend 
with a management consultant firm. 
Through this friend he engaged the firm 
to make a survey of his organization, its 
policies and personnel. Within a few 
months one astonishing result was con- 
summated—the president had lost his job 
and his friend had it—and the circum- 
stances indicated political trickery not 
merit. 


Are these isolated instances or are most 
management consultants unethical? 


Pe 1951 Controllership Foundation pub- 
lished a report on a research project in- 
volving the experience of 61 corporations 
with management consultants.! A surpris- 
ingly large number of unsatisfactory ex- 
periences was disclosed. Fortune in two 
successive issues* grappled with this prob- 
lem and at the same time pointed out the 
magnitude of the business of management 
consulting today (over four hundred mil- 
lions in annual fees). The old questions 
and the old problems concerning man- 


* “Business Consultants, Their Uses and Lim- 
itations,’’ Controllership Foundation, Inc., New 
York, N. Y. 

* May 1954, “The Ambitious Consultants” ; 
June 1954, “The Relentless George S. May 


agement consultants are at this time very 
much in the fore in the minds of business 
men. What are their good points and their 
faults? Can management hire and use 
them successfully? If so, is there a best 
way to do this? 


ESSENTIAL SERVICE TO BUSINESS 


At the outset let it be made clear that 
there is a definite field for management 
consultants in the business world. More 
than that, there is a definite field for each 
type of specialized service which man- 
agement consultants, along with other 
specialists, provide for business enter- 
prises. Without specialized knowledge no 
business enterprise would be able to op- 
erate efficiently or profitably. 

Very few corporations are surrounded 
by people on their own pay roll with all 
the varieties of specialized knowledge re- 
quired by their lane In the absence 
of such talent among their officers and 
employes, it is the part of wisdom to em- 
ploy outside specialists such as manage- 
ment consultants, accountants, lawyers, 
engineers, and many technical experts. In 
some areas these specialized fields overlap. 


A look at Fortune’s look at the manage- 
ment consultant with some constructive 
suggestions for responsible management 


In addition to securing the specialized 
skill not available in the corporation's own 
organization, the employment of outside 
specialists has other advantages. One is 
the cross-fertilization of the best methods 
and ideas developed in each industry. An- 
other is the Pb from the “‘identifica- 
tion” which sometimes causes a corpora- 
tion executive to be prejudiced in favor of 
an inferior idea or method of long stand- 
ing. Still others are the “fresh look” and 
the added viewpoint. 

In the interests of completeness, it 
should be pointed out that not all cor- 
porations need management consultants. 
Small companies cannot afford them. Cer- 
tain large corporations have on their own 
staffs employes with specialized knowl- 
edge in every necessary field, including 
all branches covered by management con- 
sultants, as well as those fields covered 
by lawyers, engineers and all necessary 
technical experts. A few large corpora- 
tions even dispense with independent 
audits. 

Recent examples of dramatically suc- 
cessful management consulting work in- 
clude a survey and study of the Veteran’s 
Administration of the United States Gov- 


MARSHALL GRANGER, certified public accountant of 
Marshall Granger & Company, New York City, is a vice 
president of the National Association of Cost Accountants 
and has served as president of the New York Chapter as 
well as a director of the New York State Society of Cer- 


tified Public Accountants. 


He is also a member of the 


American Institute of Accountants and a certified public 
accountant of the states of Wisconsin, Missouri and New 
York. He has had long and varied experience in both 
the public accounting and management consulting fields. 
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ernment which cost approximately $600,- 
000 and pointed out annual savings of ap- 
proximately $25 million, a study of a 
machine tool manufacturer unable to ex- 
pand its production to fill government 
contracts and a survey of the reasons for 


The management consulting firm was 
able to increase the shipments of the ma- 
chine tool manufacturer from $9 million 
to $68 million per annum, with only 30% 
more people on the pay roll and only $1 


the high costs of a public utility. 


ity survey cost 


IN THE BEGINNING .. . 


The history of management consultants and their an- 
cestors goes back to about 1880. Those were the days of 
the old-time “‘efficiency engineers’’ who specialized in time- 
and-motion studies. At the very beginning and throughout 
its history, efficiency engineering was dramatic and was 
much in the public eye. Raymond Villers in his recent book 
“The Dynamics of Industrial Management,’ published by 
Funk & Wagnalls Company, New York, says: 


“Such a demonstration of public interest could have been ex- 
pected to insure the success of the [efficiency engineering} 
movement in industry; but it had the opposite effect. It greatly 
facilitated the operations of unscrupulous operators who found 
‘scientific management’ and ‘efficiency convenient passwords to 
gain the confidence of naive industrialists whom they shame- 
lessly exploited. This, of course, reflected upon the whole 
movement and its efforts to promote better managerial methods, 
which, if not always sound, were no doubt sincere.” 


The early period of efficiency engineering may be said, in 
a broad sense, to cover the period from 1880 to World War 
I. All during this time the leaders in efficiency engineering 


performed remarkable and successful work and all during 
this time they were plagued by charlatans, whose great sell- 
ing ability enabled them to obtain engagements all over the 
United States. Coupled with this charlatan plague was the 
“suspicion of labor.”’ Mr. Villers in his book comments upon 
this as follows: 


“Both the opposition of organized labor and the development 
of charlatanism following the flair of public interest in 1911 
had their impact on the scientific management movement and 
its leader. Frederick W. Taylor died in 1915, a ‘discouraged 
man,’ and his work for a while tended to be forgotten.” 

As time went on the efficiency engineers were succeeded 
by a new group which called itself ‘‘industrial engineers.” 
With the change in name they broadened their activities to 
include more than time-and-motion studies, plant layout, 
control of materials, and redesigning of machinery and tools. 
They went beyond production problems into all phases of 
general management, including personnel, financial, mar- 
keting and administrative work. 

Subsequently, the title “management engineer” came into 
use and more recently the title ‘management consultant.” 
This last title seems to cover any and every field previously 
covered by all the antecedent firms. Still further fields have 
been added including functional organizational studies and 
charts, surveys of entire organizations, appraisals of execu- 
tive efficiency and compensation and lately search for new 
companies and products and financing through banks and 
institutions. 


million more equipment. The public util- 
£15,000 but made possible 
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cuts in indirect salaries of approximately 
$2 million a month. 

These figures sound incredible and are 
certainly dramatic examples of the wide 
variety of special studies and reports of 
which the better type of management con- 
sultant firms are capable. 


THEIR FAULTS AND CRITICISMS 

Like everyone else, management con- 
sultants have always had their faults and 
their critics. These should be understood 
and borne in mind by anyone contemplat- 
ing using them. Most of these faults and 
criticisms stem from the lack of profes- 
sional standing and professional restraints 
which has long been the curse of the voca- 
tion and the opportunity as well. 

Unlike practicing attorneys, engineers 
and certified public accountants, manage- 
ment consultants have no minimum educa- 
tional requirements, and no necessity to 
restrain themselves in accordance with 
ethical rules whose violation would result 
in their disbarment or loss of certificate. 
This situation has left the door open to all 
comers, much to the vexation of the high- 
type firms and individuals in this field. 

The three most common faults which 
are held up to criticism, all stemming from 
this lack of professional status, are: (1) 
“overselling,” sometimes called “hard- 
selling,’’ which results in overemphasis on 
the sales department to the detriment of 
the quality of the staff men actually en- 
gaged in doing the work; (2) ‘‘overreach- 
ing’” which results in spreading out into 
fields in which the management consultant 
is not expert or well qualified; and (3) 
“overcharging” which results in sending 
in task forces where one man could do the 
work, and in keeping these forces on the 
job longer than necessary. None of these 
excesses can be prevented or curtailed ex- 
cept by the establishment of professional 
standards, either by state governments or 
an association with enforcement powers. 

The Association of Consulting Man- 
agement Engineers with its office in New 
York is the only business association of 
management consultants. Membership in 
it is strictly a matter of choice and at 
present it has only about 40 members. It 
has a “code of ethics’ but no authority to 
enforce it against nonmembers and no 
prohibition against advertising or direct 
selling methods. 


TO-DAY’S FIRMS 

The management consultant firm of 
today is comparable to a large department 
store, in that it is highly departmentalized 
and each department has a variety of 
wares to sell. These cover every phase and 
aspect of business program and policy and 
at every level from the control exercised 
by the board of directors and the execu- 
tive committee to the smallest department 





in a business corporation. The best of 
these firms are not proud of some of the 
other practitioners calling themselves 
management consultants. 

The better consultant firms have strong 
men of sound judgment and varied ex- 
perience at the head of all or most of 
their many departments. It is only natural 
and to be expected that even in the best 
of firms some departments and some in- 
dividuals are below the high standards of 
the others. No business has every depart- 
ment operating at all times with uniform 
superiority. If the selling department of a 
management consultant firm is weak, the 
firm perishes. Unfortunately, in some 
firms nearly all the top grade talent is in 
this department. The other departments 
are far inferior. Unfortunately too, hard- 
selling means not only aggressive selling 
but all too often also means panacea 
peddling, exaggerated and false claims, 
untruths repeated until believed. 

One of the new fields of management 
consultants is ‘‘financial planning.” One 
result of the Great Depression was to 
create a vacuum in this area. The under- 
writing houses upon whom most publicly 
owned corporations had depended and 
maintained close relations prior to 1929 
were no longer in existence or no longer 
able to supply their financial require- 
ments. Equity financing was difficult or 
impossible. Management was forced to 
look elsewhere for counsel and funds. In- 
stitutions became a source of loans. Man- 
agement consultants developed the ability 
to sell their services as financial planners. 


HOW ACCOUNTANTS, ATTORNEYS 
AND ENGINEERS HAVE ERRED 


The spread of management consultants 
into every conceivable new field has been 
made easier and more rapid by the lack of 
professional standing and professional re- 
straints which have inhibited certified pub- 
lic accountants, engineers and attorneys 
from branching into many of these same 
fields. 

The default of the other professions, 
while it has been in large part a result of 
professional dignity and professional re- 
straints, has been due also in many in- 
stances to the lack of ability to sell their 
services in a dignified and ethical way in 
these other fields and to the lack of ability 
to realize the opportunities which existed 
and to train themselves in these fields. 

This is not to say that every professional 
man has defaulted in this respect. Many 
certified public accountants have done and 
are doing a great deal of work which must 
be classified as management consulting. 
Some of this is closely related to account- 
ing but some is not even remotely related. 
Naturally the greatest part of the manage- 
ment consulting work done by account- 
ants is in fields such as financing, budget- 
ing and office administration. 


CENSUS OF MANAGEMENT CONSULTANTS 


A recent survey, conducted by the Association of Con- 
sulting Management Engineers, Inc., of 1753 consulting 
firms showed that the typical firm had a total of some six or 
seven employes and a gross income of about $60,000. Only 
about 60, however, reported a gross income of more than 
$1 million. One interesting feature brought out by the 
survey was that a substantial proportion of the consultants 
reported that they offer services in all seven of the specialized 
classes of management (marketing, manufacturing, finance, 
etc.) Since the medium firm is quite small, employing per- 
haps three or four consultants, the businessman might 
wonder whether consultants do not tend to claim too much 
ability, the survey pointed out. A fairly reliable “rule of 
thumb” relating gross billings to number of employes was 
derived from a random check involving about 5% of the 
responses. The index is $10,000 in gross billings for every 
employe. Billings of consultants as brought out in the survey 


are as follows: 


BILLINGS OF CONSULTANTS 


Management 
Consultants 


Gross Billings (1953) 
Up to $50,000 
$50,000-$ 100,000 
$100,000-$500,000 
$500,000-$1,000,000 
$1,000,000 and over 


37 % 
20.9% 
30.7% 
6.6% 
48% 





In recent years, accountants have been 
expanding their work in many manage- 
ment consultant fields. Several large ac- 
counting firms have developed depart- 
ments engaged exclusively in management 
consulting work. In these departments 
they compete at a disadvantage with other 
management consultants because of the 
accounting profession's rules of ethics pro- 
hibiting advertising and solicitation of 
clients. However, their entree to the firm’s 
regular accounting clients offsets this to 
some extent. 

The great majority of public account- 
ants, if asked, would say they do no man- 
agement consulting work. What this 
really means is that they do not actively 
seek such work or embody the results in 
formal reports. Every public accountant 
is asked at times to help the management 
of one of his clients in planning for the 
future in regard to income taxes and vari- 
ous accounting matters as related to pro- 
duction, inventory, sales, personnel and 
general policies. In complying with such 
requests, whether knowingly or not, he is 
doing management consulting work. Much 
of this work is treated by him as incidental 
and in many instances he is not fully com- 
pensated for it for this reason. In the field 
of system work including cost accounting 


Combined 
Totals 


Specialized 

Consultants 
43.6% 
19.8% 
28.3% 
4.9% 
3.4% 


53.7% 
18.1% 
24.5% 
2.3% 
1.4% 


and inventory control as well as general 
accounting «nd including factory office 
procedures as well as general office pro- 
cedures, most public accountants are at 
home. In budgeting and other aspects of 
financial administration they are also ex- 
perienced. 

Many businesses are too small to em- 
ploy management consultant firms. Nearly 
all of these have a public accountant. 

Since the smaller the business is, in gen- 
eral, the less diversified is the talent on its 

ay roll, it is only natural that they lean 
licasile on their public accountant for 
counsel in many matters. Through this 
necessity he develops practical experience 
in business consulting. 

Many attorneys, professional engineers 
and other technicians have, like account- 
ants, utilized opportunities to expand into 
management consulting fields or to switch 
entirely into them. Instances of this are 
not uncommon. Nor are cases of profes- 
sional men becoming vice presidents or 
presidents of large corporations. 


HOW MANAGEMENT HAS ERRED 
Some of the success of management 
consultants in selling their services in 
these specialized fields has also been the 
(Continued on page 550) 
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The Annual Report: 
The Controller as Chief Architect 


Jules A. Schwertz 


The annual report is unique in so many particulars that it 
stands alone both as opportunity and challenge to respon- 
sible top management. 

The annual report is unique in that it is 


—the only publication issued in the normal ftscal year 
that bears the imprimatur of the board of directors 
and of the independent auditors. 

—accepted by its readers as official and authoritative. 

—deemed by its readers to be the deeply deliberated, 
complete and accurate account of the conduct of the 
business of the corporation for the year under review. 

—the one publication that epitomizes, formalizes and 
finalizes all the interim statements issued by the 
corporation during the fiscal year. 

—at the moment of publication, spot news of poten- 
tially maximum impact. 

—throughout its long life variously useful as year 
book, source book, and as a serial installment in the 
history of the enterprise. 

-—by nature the most versatile and effective of promo- 
tion pieces. 

—basic to the whole program of shareholder relations 
and communications, and basic also to the year- 
round public relations program. 


It is the function of the annual report to tell an integrated 
story—a total story—to the total public of the corporation. 
Its preparation is the total responsibility of the total man- 
agement team, but its chief architect is, or should be, the 


controller. 


—THE AUTHOR 


JULES A. SCHWERTZ was trained as an accountant, but 
soon became a salesman for a business machine manufac- 
turer, specializing in the installation of billing and account- 
ing machines. In 1924, he became associated with a Wall 
Street underwriting house, where he was responsible for 
advertising, sales promotion and publicity. Since 1928, ex- 
cept for five years in the military, he has been engaged in 
recapitalization and reorganization of corporations and in 
shareholder relations. He was a pioneer advocate and pro- 
ducer of the modern, functional corporate annual report. 
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S A PRINCIPLE AND FUNCTION of taut 
A internal management, controllership 
yearly is becoming more firmly established 
in the American enterprise system. 

At the same time management yearly is 
coming under even greater pressure to ac- 
commodate itself to political, economic 
and social changes that are global in prev- 
alence but purely local at the point of im- 
pact on the welfare of the corporation. 

As a consequence management today 
must accept responsibility for defending 
and fostering the integrity of the enter- 
prise as a ‘‘corporate’’ citizen. Every ac- 
tion and every transaction of every man- 
agement is in final analysis “vested with a 
public interest.” To help maintain a mi- 
lieu, a climate, for the profitable opera- 
tion of the enterprise is the seupoeadaility 
of each officer and each employe, each in 
his own way. But to do this for the cor- 
poration as an institutional entity is the 
responsibility of top management. 

If it be granted that the total manage- 
ment responsibility is to defend and, to 
protect and to promote, then the function 
of controllership emerges as a clear and 
high mission. For the controller preemi- 
nently is charged with the responsibility 
to protect the institutional integrity of the 
corporation he serves and represents. 

But that does not preclude the controller 
from a voice in promotional activities. On 
the contrary, his may in some cases be the 
dominant voice, as when aggressive pro- 
motion becomes the best available form 
of protection. Certainly a dynamic share- 
holder relations program that is both pro- 
tective and promotional is a case in point. 
By promoting better relations between in- 
cumbent management and the shareholder 
electorate, such a program provides the 
first line of protection against adventurers 
in the arena of control. To wrest ‘control, 
interest inimical to the incumbent man- 
agement must first alienate and then win 
over the voting shareholder. The share- 
holder relations program at best will fore- 
stall the one or, failing that, will help in- 
cumbent management prevail against the 
other. ; 

In the preparation of the annual report 
(and of the proxy statement and proxy), 
the controller is in his own element, for 
here he can function at his highest skills. 
Every act and every action of the controller 





is designed to give singleness of meaning 
and purpose to every action and transac- 
tion, at every level of management and 
operation. Since the function of the annual 
report is to integrate, to tell a total story 
to a total audience, the crucial role of the 
controller in its preparation is evident. 
The mission of controllership is institu- 
tional integrity, and the function and 
responsibility of the controller is to in- 
tegrate! 

It is proposed that in the preparation of 
the annual report, and of the documents 
of franchise—proxy statement and proxy 
—the controller shall serve ex officio as 
chief of staff. His responsibility shall be 
to bring to bear upon the preparation, 
production and circulation of these basic 
documents the total resources of the cor- 
poration. 

In management's front line, vis-a-vis its 
public, stand the advertising and public 
relations staffs of the corporation. These 
experts should determine the implements, 
strategies and tactics to be used in the 
conduct of the total public relations ef- 
fort, and specifically of the shareholder 
relations program. But these specialists are 
entitled to guidance from top manage- 
ment in staking out immediate and long- 
term objectives, and in the definition and 
promulgation of basic, continuing and 
consistent programs for the achievement 
of them. 

Here the art is in knowing when to let 
go and give the public relations expert his 
head. Later an effort will be made to in- 
dicate the precise point at which the con- 
troller, as final spokesman for manage- 
ment, signs off, and public relations takes 
over. For the present it is sufficient to note 
it is the job of the controller to get action 
and to integrate within the organization, 
and the job of public relations to dissemi- 
nate and get action outside the organiza- 
tion. 


THE PRIMARY FUNCTION 
OF THE ANNUAL REPORT 

To get the primary function of the an- 
nual report into focus, it is necessary to 
take a primer approach. As defined by 
Webster, a corporation is 


a. Any group of persons treated by law 
as an individual or unity having rights or 
liabilities, or both, distinct from those of 
the persons composing it; a body cor- 
porate. 

b. A body politic or corporate formed 
and authorized by law to act as a single 
person, and endowed by law with the 
capacity of succession; as, a municipal 
corporation; a business corporation. 


Notice must be taken first that a cor- 
poration is a “group of persons.’’ Adver- 
tising, public relations and sales people, 
whose very livelihood depends on a sensi- 
tive awareness of the human nature of 
those who run corporations, often think 
of the controller as solely and exclusively 


i with the numbers that appear 
on the books and records of the corpora- 
tion. 

True, the controller is the top expert in 
this area. But he works with and through 
people. At top management level he is 
charged with a large part of the respon- 
sibility for the formulation of sound and 
viable policy. Often this calls for sales- 
manship, or even business statesmanship, 
of a high order. At the basic operating 
level, and right up through the echelons, 
the controller must implement and effectu- 
ate, train and operate, lead and inspire 
(i.e. sell”) within the framework of es- 
tablished corporate policy of which he is 
co-author. 

Viewed in this light, the controller be- 
comes the natural ally of the public rela- 
tions staff in the conduct of an effective 
shareholder relations program. The im- 
portance of harmony, of true rapport, in 
this internal relationship becomes evident 
as the implications of Webster's defini- 
tions are pursued. 





SHAREHOLDERS 





The three principal “groups of per- 
sons” at the top of the corporation may 
be likened to the king truss shown in the 
cut above. In this scheme the owners 
(shareholders) are represented by the tie 
beam, those vested with control (board of 
directors) are represented by one of the 
main rafters, and those who operate on 
behalf of control (management) are rep- 
resented by the other main rafter. 

The king post has the function of dis- 
tributing the load on a balanced, equitable 
basis. Standing erect and staunch, the king 
post represents controllership. As the 
principle of integrity and continuity, con- 
trollership may be compared to the perma- 
nent civil service corps of Britain that car- 
ries on through successive changes of ad- 
ministration. 

The struts pictured in the cut have the 
function of resisting pressure and com- 
pressive stress, of keeping the structure 
plumb. This function is brought into play 
by the operation of the shareholder rela- 
tions program. In its irreducible form, 
this program consists of annual report, 
proxy statement and proxy. It is 2 once-a- 
year operation that meets the minimum 
requirements of public law and of the 
corporation’s by-laws. The active support 
of the shareholders is the only force that 
can hold the structure together as a going 
concern. Remove the struts representing 


THE CONTROLLER 


shareholder support, and the whole struc- 
ture wobbles. Knock the king post off 
balance, for any reason or by any means, 
and the roof falls in on the shareholder. 

Annual report, proxy and proxy state- 
ment—these separate yet inseparable com- 
munications—are the basic elements of 
every shareholder relations program. The 
annual report and proxy statement are 
compounded of facts, figures, and statis- 
tical material of all sorts, culled from 
many sources. The fountainhead of all 
these data is the controller's department. 
In a smaller corporation the controller in 
fact if not in title can and usually does do 
the whole job. In larger corporations the 
skilled and persuasive interpretation of 
the basic materials of the shareholder rela- 
tions program is the total responsibility of 
the total management team but always, as 
will be demonstrated, under the direction 
or moderation of the controller. 

To hold together the three “groups of 
persons” at the head of all business cor- 
porations is a necessary beginning, but 
only a beginning. The larger problems of 
controllership are implicit in Webster's 
definition 4., cited above. The controller is 
concerned not merely with internal static 
balance, but also with the maintenance of 
dynamic equilibrium within our American 
enterprise system—a dynamism of which 
his own corporation is one of the breeders. 
The late Joseph A. Schumpeter, in his 
“Capitalism, Socialism and Democracy,” 
published by Harper & Brothers in 1942, 
came up with what since has been accepted 
as a classic definition of classic capitalism. 
With the permission of his publishers, the 
definition is offered in this adaptation: 


“Capitalism is the process of creative 
destruction, a process of industrial muta- 
tion which incessantly revolutionizes the 
economic structure from within, inces- 
santly destroying the old one and inces- 
santly creating a new one. This competi- 
tion was as much more effective than the 
other (static, or textbook, competition) 
as a bombardment is in comparison with 
forcing a door. Competition of this kind 
acts not only when it is in being, but also 
when, as always, it is only a threat. It 
disciplines even before it strikes.” 


The italics in the foregoing citation are 
supplied, since Schumpeter was speaking 
of the days of the freewheeling financier, 
when there was hardly any governmental 
regulation. Much has happened since 
then: regulatory bodies from ICC to SEC 
and beyond, centralized credit controls 
that began with the Federal Reserve and 
were extended into FDIC, income taxes, 
inheritance taxes, sales taxes, labor and 
social legislation, and all the rest. Today 
all these secular forces must be consid- 
ered, for they aggravate the area of con- 
trol of corporations. Indeed, socially and 
economically useful corporations have 
been destroyed merely to make possible a 


NOVEMBER 1954 





511 





FIGURE | 
POLAR CHART 














first and final capital gain for a single 
individual. 

To pin-point Schumpeter in paraphrase, 
let us say, “Competition [for corporate 
control} acts not only when it is in feiak 
but also when, as always, it is only a 
threat. It disciplines even before it 
strikes.” 

To be realistic every shareholder rela- 
tions program must be predicated on com- 
petition for control as an ever-present 
threat in a situation of weakness, but also 
as an ever-present opportunity when the 
Management is in a posture of strength. 

What is to be the destiny of the cor- 
poration? Will it absorb a sister corpora- 
tion, or be absorbed by it? Will it merge 


BOARD OF 
DIRECTORS 
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on an equitable basis with a rival of com- 
mensurate stature, and continue to thrive 
in its new married state? Or will it even- 
tually become grist for the tax mill? This 
can be said with certainty: it all depends 
on what the management does in the area 
and arena of elementary control. 

Surely the crucial words in Webster's 
definition 5., above, are these: “endowed 
by law with the capacity of succession.” In 
its protective aspects the shareholder re- 
lations program, and the annual report 
and proxy statement as its basic elements, 
are always and forever concerned with 
“capacity of succession,’ with survival 
and self-perpetuation, or, more succinctly, 
control! 
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A STROBOSCOPIC VIEW 
OF THE TOTAL PROBLEM 

The invention of a device that will 
show a corporation, and an economy, in 
motion, much as a planetarium shows the 
interdependent and articulated movements 
of celestial bodies, must await the appear- 
ance of a genius who can harness Schum- 
peter’s concept of incessancy. For the 
present, a static polar chart (Figure I) 
must suffice. This chart is only typical, but 
it is believed to be almost universally 
adaptable. 

The chart has nothing to do with con- 
ventional balance sheet values, nothing to 
do with physical assets and fiscal liabili- 
ties: it is intended to show the interde- 
pendence of the human forces, the direct 
personal interests, of the people who make 
the corporation run. 











At the core of this chart lies control. 
Control has been bought and paid for by 
shareholders in cash, credit or kind. These 
shareholders have supplied the nuclear 
energy of the enterprise. The manage- 
ment, drawing upon the total economy, 
inducts the resources of other persons and 
institutions of similar, analogous or com- 
plementary interest into the corporation's 
primary field of interest. Management, in 
this scheme, may be thought of as the 
engine of incessant motion, and control- 
lership as the “governor’’ of the engine. 

Effective control of the board of di- 
rectors, and hence of the corporation, lies 
wholly within the FINANCE quadrant of 
the chart. Anyone with sufficient resources 
can gain control of the corporation by ac- 
quiring title to a majority of the voting 
stock. Control by purchase is sovereign 
and incontestable, except where public 
interest takes precedence, and the Gov- 
ernment may supervene. But nowadays 
control by total purchase is the exception, 
and control by elective procedures at least 
in part, is the more normal rule. Where 
cumulative voting is in effect, ‘leverage’ 
becomes a factor. 

The other four quadrants of the chart 
will be considered later, each as a separate 
factor, and then as merchantable values 
in the arena of control. Meanwhile it 
should be noted that all four quadrants 
are contained in an inner bead bearing 
the legend, TOTAL INSTITUTIONAL VALUE. 
These are the net of the so-called intangi- 
ble values the institution has won, minus 
those lost, over its institutional lifetime, 
which is to say the lifetime of the present 
corporation and of all its predecessors. 
These are the going-concern values that 
have no visibility as such on the balance 
sheet, but which are nevertheless the ele- 
mentary life-principle of the institution. 

The four quadrants separately and as 
an entity are contained in the all-encom- 
passing embrace of the outer circle 
marked, THE PUBLIC INTEREST. Private 
interest (and profit) and public interest 
are in contact at every point of the per- 
imeter. It is up to management to show 
that contact is not conflict, and certainly 
not collision, but simply a meeting on the 
common ground of mutuality of private 
and public interest. Every corporation 
must fight to maintain its own institu- 
tional integrity, and it must also do its 
part to show the public the value of all 
corporate business institutions in the 
American way of life. The annual report 
provides a natural occasion and vehicle 
for the interpretation of the activities of 
the corporation in terms of their broad 
social usefulness. 

That much still needs to be done in this 
area is indicated by a single quotation 
from an eminent and influential source: 


“If you want another example of one 
of the ‘dodges’,” said Whitehead, “I will 
give you the treatment of the big indus- 
trial corporations. We began by treating 





them as ‘persons.’ For England in the 
eighteenth century in its dealings with 
India that concept served well enough— 
though I wouldn’t guarantee that the 
Indians found it equally satisfactory. But 
by the time you reach the end of the 
nineteenth century, that conception is ob- 
viously untenable. The corporations, for 
better or for worse, have reached into all 
corners of our lives, and to pretend that a 
corporation is a ‘person’ is nonsense. A 
person has feelings, emotions, desires, as- 
pirations; a corporation is an impersonal 
entity. It is idle to suppose that they will 
not be brought more and more under 
public control.” 


This quotation is from “Dialogues of 
Alfred North Whitehead” by Lucien 
Price, published by Little, Brown & Co. 
and used with the permission of the pub- 
lisher. This “Dialogue’’ is dated June 19, 
1945, but the book was published in 1954. 
To fully understand the quotation it is 
necessary to know what Whitehead meant 
by the word “dodge.”” An example from 
the book: “Good neighbor policy’’ used as 
a cover for “dollar diplomacy” or (eco- 
nomic) “imperialism.” 

The book shows that Whitehead, who 
was Schumpeter’s contemporary at Har- 
vard, was a man of profound insight, but 
also of great good will and justness. His 
perspective at the date of the “Dialogue” 
was that of a learned man in his 87th 
year. Yet it may be asked whether he 
truly understood the American corpora- 
tion in its American setting of today. 

A British corporation in eighteenth- 
century India must have looked as out of 
place as would an Indian elephant ram- 
pant in a suburban American vegetable 
garden today. To the native resident, each 
would emphasize the incongruities of 
transplantation from its habitat, its own 
unique ecology. Each would appear mon- 
strous in its exotic setting. In the America 
of today, corporations are merely handy 
devices for getting large-scale business 
done on an economical basis. And they 
are owned and run by and for people, a 
fact Whitehead seems to overlook when 
he denies the anthropomorphic nature of 
American business corporations. 

What Whitehead has to say illuminates 
the problem the polar chart (Figure 1) 
attempts to illustrate: From core to perim- 
eter every problem of corporate policy and 
decision is fraught in specific or general 
terms with considerations of elementary 
control (the private interest) or of ele- 
mental control (the public interest), or 


both. 





THE AREA OF CORPORATE CONTROL 


The controllership function, it would 
seem, should begin in the area of con- 
trol of the corporation by its owners, board 
of directors and management for survival 
and self-perpetuation is the first duty of 
the incumbent management. To deter- 
mine where electoral control resides at 
the moment, the situation survey depicted 
in Figure II should be accomplished. 

Again it must be stated that this figure 
statically states an incessantly changing 
situation. This status report must be kept 
up to date and implemented with collat- 
eral graphs showing all the factors having 
an effect upon corporate control. As daily 
blotters or transcripts come into the con- 
troller’s department from the transfer 
agents, they should be analyzed and the 
status report updated daily, weekly, 
monthly or quarterly, depending on veloc- 
ity of turnover. 

Once the initial survey is in being, it 
may be found that the management “car- 
ries control in its vest pocket.” In that 
case, should the management even bother 
to solicit proxies for the annual meeting ? 
Prudence dictates the answer: Yes! 

The corporation is either a close cor- 
poration or a publicly owned one, and if 
it is publicly owned even in minor part, 
it must behave accordingly. Some fine day 
the situation may change, as when an es- 
tate is liquidated, and any day a minority 
shareholder may allege that his interests 
have been damaged by some act or omis- 
sion of the ‘insiders.’ There is a measure 
of insurance for management in having all 
far-reaching actions of the board of direc- 
tors approved by a majority of the mi- 
nority shareholders, before a proposed 
transaction is consummated. 

Alternatively, it may be found that 
while management holdings are substan- 
tial, they do not represent a clear majority. 
Whatever the results of the initial analysis, 
realism demands that the shareholder list 
be divided into “management” and ‘‘pub- 
licly owned” segments, so that the charac- 
ter of the shareholder relations program, 
and its magnitude, can be determined. 

The goal of every canvass for proxies, 
and for affirmative action on management 
proposals, should be a majority of the 
owners and a majority of the votes of the 
publicly held stock. Too often manage- 
ments mislead themselves by lumping “‘in- 
sider” holdings with the total, and too 
often they wake up too late, with con- 
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FIGURE II—FRANCHISED SHAREHOLDERS 


l [or r i 1] ti g) 
Holders SharesHeld 9% of Total 





(Basis: Eligibility to vote at next 





A. “Insiders” vs. “The Public”: 


1. Owned by Management 
2. Owned by Others 





Totals 
B. Analysis of “Public’’ Ownership: 
(Line 2., above, equals 100% 
of this section) 
3. Nominees and Brokers 
4. Identified Beneficial Owners 





Reconciliation with Line 2. 


C. Analysis of Holdings by Nominees: 
(Line 3., above, equals 100% 
of this section) 
Over 1000 shares 
501 to 1000 shares 
101 to 500 shares 
51 to 100 shares 
Less than 100 shares 





Reconciliation with Line 3. 


D. Analysis of Identified Beneficial 
Owners 

(Line 4., above, equals 100% 
of this section) 

Direct Investors: 
Single Name: 

Women 
Men 

Joint Account 
Partnerships 
Corporations 

Institutional Investors: 
Charitable 
Educational 
Foundations 
Others 

Investors by Deputization: 
Banks and Trust Companies 
Insurance Companies 
Mutual Funds 
Other “Investment’’ Companies 
Pension Funds 

Unclassified 





Reconciliation with Line 4. 


E. Analysis of Holdings by Identified 
Beneficial Owners: 
(Line 4., above, equals 100% 

of this section) 

Over 1000 shares 

501 to 1000 shares 

101 to 500 shares 

51 to 100 shares 

Less than 100 shares 





Reconciliation with Line 4. 


F. Analysis of Holding of Total 
“Public’’ Ownership: 

(Basis: Add totals of C and E, 
above, and reconcile with 
totals in Line 2., above) 

Over 1000 shares 
501 to 1000 shares 
101 to 500 shares 

51 to 100 shares 

Less than 100 shares 





Tota! ‘Public’ ownership 

Add: 

Owned by Management 
(Line 1) 





Grand Total 100% 
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trol in the hands of others. A movement, 
or even a drift, in this direction is often 
signalled by an abnormal increase in the 
number of shares held by nominees. 

Section A of Figure Il provides the 
starting picture of current control: ‘“‘dol- 
lar’ control vs. “‘electoral’’ control. Sec- 
tion B is intended to give visibility to the 
holdings of nominees. 

Stock held in the names of nominees 
and brokers is beneficially owned by per- 
sons and interests to whom the manage- 
ment does not enjoy direct access. Manage- 
ment therefore becomes dependent upon 
the good offices and the active coopera- 
tion of the financial community, of “The 
Street,” or as identified in the FINANCE 
quadrant of Figure I, the “investment 
middleman.” 

Here management is prone to fail, 
simply because a perfunctory job is done 
on this segment of the voting constitu- 
ency. What this category needs, if it be 
decisive or if it carry the balance of power, 
is penetration in depth of the investment 
middleman category. The proxy clerk, the 
analyst and the sales force of the inv: st- 
ment dealer or stock exchange house all 
are bombarded with literature, all of 
which may be highly effective. Usually, 
however, literature is not enough, no mat- 
ter how effective. It matters not how en- 
thusiastic the individual salesman or how 
friendly the proxy clerk may be toward the 
corporation, maximum response will not 
be obtained until the wholehearted sup- 
port of the policy makers of the invest- 
ment firm is enlisted. Personal calls on the 
partners of the firm may be indicated. In 
the best sense of that tired term, a “‘pe- 
destrian”” program may be the answer! 

Section D may be refined as preliminary 
analysis indicates. This refinement should 
be pursued until the precise point of ‘‘bal- 
ance of power’’ is defined. 

In total, Figure II gives visibility to the 
arena, and to the specific areas of control, 
for it relates only to the franchised, or vot- 
ing, shareholders. These shareholders 
must receive the annual report, the proxy 
statement and the proxy, as a matter of 
right. 


THE CONTROLLING IMPORTANCE 
OF CAPITAL STRUCTURE 

The analysis outlined in Figure Il 
shows the situation as it is, and not neces- 
sarily as the incumbent management 
would like it to be. It epitomizes financial 
policy from the date of founding to the 
present. Reared on the base of voting 
shares may be a financial structure which, 
like Topsy, ‘‘jes’ grow'd” or the structure 
may have been planned for balance and 
equated for control. Again a one-time- 
flexible structure may have grown tight 
and rigid due to developments either in- 
side the corporation or outside in the 
wider world. 

Sound shareholder relations must be 


(Continued on page 530) 


















Ernest H. Weinwurm 


OST ACCOUNTANTS have always had a 
C hard time when dealing with de- 
preciation as a cost item; somehow, it 
did not fit into the broad pattern of cost 
classifications and techniques as_ had 
been evolved over the years. None of the 
methods in use dealing with deprecia- 
tion as a cost of production has been 
really satisfactory. In the circumstances, 
a reappraisal of the problem should 
serve a useful purpose. 


PREDOMINANCE OF 
FINANCIAL ACCOUNTING METHODS 

Industrial accounting is one of the 
younger branches of financial or gen- 
eral accounting. Thus it is not surprising 
that the latter still preserves some of its 
parental predominance as to terminol- 
ogy and procedures. So strong has been 
the spell of superiority exercised by 
some leaders in financial accounting that 
industri. accountants still accept, with- 
out much scrutiny, methods supported 
by those leaders although they may not 
be in accordance with their own peculiar 
requirements. Depreciation is an out- 
standing case in point. 

Those methods though satisfactory 
for the aims of financial accounting are 
clearly inadequate to serve the needs of 
industrial management. Even when en- 
gineers have concerned themselves with 
depreciation problems, they have gone 
along with those same techniques.! 


THE DEPRECIATION CONCEPT 

OF THE INDUSTRIAL ACCOUNTANT 
To the industrial accountant, depreci- 

ation is one of the factor costs of pro- 

duction. A number of input factors 


*See for example the standard work: E. L. 
Grant and P. T. Norton, Depreciation, Ronald 
Press, New York. 

* Determination of the “useful life’ period 
of time is considered a job for the engineer. 
His estimate will provide the accountant with 
the evidence he is looking for to make his rec- 
ords as “objective” as possible. 





Depreciation Allowances and Production Costs 
A New Approach to an Old Problem 


contribute to the making of finished 
products (output). These factors are tradi- 
tionally classified as direct (material, 
labor) and indirect (overhead) factor 
costs; depreciation is one of the over- 
head cost items essential to attain the 
production goal. Therefore, deprecia- 
tion is just as much a cost of production 
as labor or material and every unit of 
completed product has to be charged 
with its proper share of all these input 
factor costs. 

Among these, depreciation represents 
the cost of facilities such as plant, ma- 
chinery, and other equipment which 
must be kept ready so that labor can be 
employed to convert materials or as- 
semble parts into units of finished prod- 
ucts. Obviously, there cannot be any 
kind of manufacturing operations under 
conditions of modern technology with- 
out these facilities being available for 
use. Therefore, the cost which reflects 
the availability and use of these facili- 
ties is accumulating constantly as long 
as there is any production and must be- 
come part of the cost of each unit of the 
finished product. 


THE FINANCIAL 
ACCOUNTANT’S VIEWPOINT 

The financial accountant looks at de- 
preciation 


as primarily a process of 










spreading the original cost of acquisi- 
tion of productive facilities over the 
period of their ‘useful lives,”? by what 
he considers a consistent procedure. In 
this way, the original cost of the facili- 
ties will be absorbed into the revenue 
and expense accounts in such a manner 
as to have their asset value disappear 
from the accounting records at the time 
when their “useful life’ has expired 
and the facilities are being scrapped or 
otherwise disposed of. 

Thus the method of computing depre- 
ciation as practiced by financial account- 
ants is based on time as the determining 
factor. It appears that there is no neces- 
sary correlation between the portion of 
the cost of the facilities which is in- 
cluded into cost of every unit of prod- 
uct and the amount of expense which is 
charged out as depreciation during an 
accounting period. 

The first function is reflecting pri- 
marily the volume of production accom- 
plished through the use of those facili- 
ties since each unit of output has to be 
charged with its proper share of their 
cost. The second function, on the other 
hand, depends on the cost of acquisition 
and the expected useful life of the facili- 
ties. 


It is conceivable that a correlation 
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A NEW SERVICE! 
References and specific information developed by 
Controllership Foundation in response to techni- 
ca! questions from controllers about controllership. 
See special section on page 547 of this issue. 


may actually exist between computations 
based on time and those based on 
volume; but this cannot be taken for 
granted but must be shown to exist. 
From a viewpoint of correctly determin- 
ing product costs and their components 
(and this is the viewpoint of the indus- 
trial accountant) the volume concept is 
clearly the important one and much 
more accurate than the generally ac- 
cepted time concept. 


A MORE MEANINGFUL 
TERMINOLOGY 

Shortcomings in terminology are 
among the factors which have made the 
problem so very complex; therefore, this 
special subject deserves some considera- 
tion. 

The term “depreciation” refers origi- 
nally to a loss in value sustained by a 
facility as a result of use in production. 
It, therefore, reflects primarily the 
standpoint of the investor whose inter- 
ests are served by the financial account- 
ant. In order to ascertain correctly the 
loss in value over a period of time, it 
would be necessary to determine the 
current value at the beginning and at the 
end of each time period. The difference 
would represent the loss in value and, 
thus, the cost of using the facility. 

Thus it appears that this method is 
quite different from the one now in 
general use which emphasizes the first 
(original) cost or value and purposely 
disregards the current value altogether. 
Adoption of the method as described 
above would make the balance sheet 
figures more meaningful, but the peri- 
odic cost of the facility would be de- 
pendent on fluctuating market values. 
Therefore, this cost may vary though 
both the time and the volume factor 
remain unchanged. 

The U.S. Department of Commerce in 
its national income statistics uses the 
term “capital consumption allowance” 
and this approach has also been adopted 
by the Canadian legislation as an equiva- 
lent for depreciation. This, certainly, 
represents a terminological improve- 
ment for it stresses the technological 
viewpoint of consumption of §service- 
ability through use instead of the fiscal 
one of value decline which underlies the 


original concept of depreciation or the 
current use of the term which stresses 
allocation of original cost. 

However, it seems that one more step 
is required toward fuller clarification in 
order to bring out the point that a cost con- 
cept is the principal measure for the use 
of facilities for production purposes. 
Frequently, such cost may be identical 
with the amount of capital consumption 
as determined by engineering studies 
but the correlation is not a necessary 
one; the cost to be charged for the use 
of facilities may be influenced by a num- 
ber of other factors in addition to that of 
capital consumption. 

Therefore, it is suggested that the 
term to denote this situation should be 
chosen in accordance with that generally 
used for other input factors. We always 
talk about ‘cost of material’ or “cost of 
labor’; then, why not use the term, 
“cost of facilities’? It would indicate 
exactly the relationship and incidentally 
the fundamental equality of this facility 
cost with the other cost factors. This 
terminology will be used in the present 
paper and it is to be hoped that it may 
find widespread approval and adoption 
in the future. 


VOLUME (USE) FACTOR 
VERSUS TIME FACTOR 

Accountants are concerned primarily 
with a consistent method of allocating 
the original cost of facilities over 
periods of time. This method may well 
reflect somehow a decline in value or the 
input cost on a volume basis. But the 
assumption that such a correlation exists 
cannot be substantiated in a general 
manner. Certainly there is hardly any 
objectivity associated with that method, 
except the estimate of the engineer as to 
the facilities’ useful life which is ac- 
cepted as an objective statement by ac- 
countants without questioning. But it 
may be doubted whether the present 
“division of labor” between engineers 
and accountants serves any useful pur- 
pose toward clarification of the problem 
in question. 

The weaknesses in the method of allo- 
cating facility cost on a time basis are 
well known. A method based on volume 
rather than time has been developed but 





THE CONTROLLER 


NOVEMBER 1954 





516 


has been little used except in mining 
operations. The reasons for this rather 
unusual practice of preferring a poorer 
method to a better one are not hard to 
discover. It is the difficulty of predeter- 
mining the exact quantity of expected 
cost for any particular facility. The 
customary technique based on time, on 
the other hand, lends itself to a com- 
paratively simple solution of the prob- 
lem. 

Financial accountants should not be 
blamed for using this method. Their in- 
terest is not in details of cost determina- 
tions, but rather in total cost data (in- 
come computations). The time-based 
metiaod provides them with an approach 
which appears suitable, stl: and 
simple. 

But the position of the industrial ac- 
countant is quite different. He is sup- 
posed to be especially interested in ac- 
curate cost data. He should not be de- 
terred by apparent difficulties from 
searching for an improved method to 
determine facility cost. However, tradi- 
tion and the overwhelming weight of 
financial accounting practices have pre- 
cluded attempts for a critical analysis of 
the problem. 


HOW IMPORTANT IS 
THE CASH OUTLAY ASPECT? 

Even if it is accepted that the cost of 
facilities is a production cost just as the 
cost of materials, labor and services, 
there still remains the need to find out 
whether there exists any basic difference 
between the cost of facilities and other 
production costs. Even if the answer is 
in the negative, there is one fact which 
needs to be considered for the sake of 
clarification. Most production costs are 
cash outlay costs (out-of-pocket costs). 
They will be settled in cash immediately 
or within a brief period in most in- 
stances. But the cost of facilities does 
not lead to an outlay of cash. It does not 
refer to a recent transaction but to one 
which occurred long ago, namely the 
original acquisition of the facilities. 
This fact has intrigued or confused 
many pt pod and has led to the segre- 
gation of the cost of facilities from the 
other production costs. 

Though modern accounting method 
relies on the accrual concept as a princi- 
pal technique, there is still a sebleusice 
for the cash concept as an approach 
which is capable of better and easier 
proof of objectivity than the accrual 
concept. There is little doubt, though it 
cannot be proved, that this preference 
(perhaps unconsciously) has contrib- 
uted to the special treatment of the 

(Continued on page 518) 


* This difficulty is aggravated greatly by the 
Internal Revenue regulation which prevents 
subsequent adiustments to make up underde- 
preciation resulting from low estimates. Other 
countries (such as Great Britain and Canada) 
permit those readjustments. 
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facility costs as something of a non- 
cash type. However, the difference is 
merely one of time. In one instance, the 
cash settlement occurred in the past; in 
the other it is completed at the present 
time or in the near future. 

We may now proceed a step further 
and demonstrate that the generally ac- 
cepted relationship of facility cost and 
cash settlement is not the only one. It 
may be found that it is merely one con- 
ceivable approach and there may be 
another which equalizes the position of 
facility cost and other production costs 
even in relation to the cash concept. 


OWNERSHIP AND LEASEBACK 

There has been a substantial increase, 
over the last few years, in the practice of 
leasing rather than owning production 
facilities such as buildings, machinery 
and equipment. Here is a new applica- 
tion of the time-honored technique of 
division of labor. A manufacturer rather 
than first raising funds by selling securi- 
ties to investors and then using these 
funds for building or purchasing the 
facilities required for production, will 
lease them from an investor who has 
used his funds directly instead of in a more 


round-about manner by investing in se- 
curities issued by a manufacturer. More- 
over, a company which owns facilities 
may sell them to an investor and then 
lease them back for a long period of 
time. There is no change in the physical 
set-up. The facilities that were at the 
manufacturer's disposal in the past will 
remain so in the future. 

This is not the place to argue the pros 
and cons of this novel technique from 
the viewpoint of the parties concerned,* 
but its significance for our principal 
problem is readily apparent. The lessee 
will pay a current rental to the owner- 
investor. This rental cost will be in lieu 
of the former charge for the cost of 
facilities (depreciation). This rental 
cost will be paid currently in cash just as 
the cost of material, labor and other 
services. Therefore, the gap between the 
two types of production costs which 
originated from their different rela- 
tionship to cash outlays disappears. All 
production costs are in the same boat as 
far as their settlement in cash is con- 
cerned. 

The conclusion is unavoidable that 
the much emphasized distinction be- 
tween the cost of facilities and other 
types of costs is more theoretical than 


BUDGET CHIEF—A HAPPY MAN 

Rowland Hughes, Director of the Bureau of the Budget, 
and chairman of the National Committee on Federal Taxa- 
tion (1952-53) of Controllers Institute of America, was 
presented with a special resolution from Institute members 
at the 23rd Annual National Conference in Chicago. 

An article in the August 22, 1954 issue of the New York 
Herald-Tribune, which carried the same heading as that at 
the top of this column, read as follows: 


“Sitting in his office in the old executive offices building next 
to the White House last week, Rowland Hughes, President Eisen- 
hower’s second Director of the Budget, made a happy discovery. 
Adding up a long column of figures, Mr. Hughes found that 
Congress this year appropriated less new money to run the Gov- 
ernment than in any year since before the Korean War. 


“Mr. Hughes, formerly controller of the National City Bank, 
New York, came to Washington last year as chief assistant to 
Joseph M. Dodge in the Budget Bureau. 

‘Actually, at the moment, Mr. Hughes and his highly compe- 
tent technical staff are more concerned with the Government's 
fiscal operations of a year from now than with what Congress has 
just done; now is the time when agencies are sending in their 
preliminary figures for the budget to be sent up by the President 


in January. 


‘Mr. Hughes’ operations, which bring him into frequent con- 
tact with the President, are by no means confined to preparing 


the budget. They range into such fields as . . 


. final scrutiny of 


all new legislation sent up to Capitol Hill by the governmental 


agencies .. . 





NOVEMBER 1954 





518 


real, and, thus, can be omitted from our 
considerations from now on. We shall 
proceed from the assumption (which is 
supported by logical conclusions) that 
all production costs may be looked at in 
the same way as far as cash outlays are 
concerned. The case of ownership, 
where the cash outlay occurred in the 
past, may be accepted as a special case, 
an pas Pr rather than the fundamen- 
tal condition. This comparatively minor 
change in approach will be found to 
open the door to the solution of prob- 
lems which have appeared to defy clari- 
fication up to now. 


CURRENT COSTS FOR 
INPUT FACTORS 


Production costs are current costs. 
They reflect current conditions and 
price levels. There are exceptions from 
this general rule according to accepted 
accounting methods. Depreciation cost 
is excluded altogether and there is dis- 
agreement on how to determine costs of 
products taken out from inventories. 

But, by and large, costs of input 
factors must be based on current condi- 
tions. They must be sufficient to keep 
the supply flowing. If they are too low, 
this may benefit the consumer tem- 
porarily. But if the supply of materials, 
required labor skills or services dries up 
as a result of unprofitable operations or 
inadequate rates, production itself may 
be jeopardized. Therefore, the cost in- 
curred for input factors must be ade- 
quate to assure their reproduction as re- 
quired. 

This rule should be extended to the 
cost of facilities as well. There is no 
justification for the present accounting 
method. In fact, it is the result of the 
mistake of concerning itself with the 
past instead of with the present and 
future. Costs incurred in the past can- 
not determine costs to be charged into 
current production. If this is done, the 
cost of current production is computed 
incorrectly and the results are those 
which flow from wrong costs in general : 
lack of a, guidance for managerial 
control and policies which depend on 
correct cost data. 

Therefore, the cost of facilities must be 
computed in such a way as to make pos- 
sible the replacement of those facilities 
whenever this should be necessary for 
any particular reason.5 Thus comes to 
an end the perennial argument regard- 

(Continued on page 542) 


*See “‘Leaseback vs. Security Financing.’’ Re- 
port of a study prepared by a Subcommittee of 
the Committee on Capital Assets and Related 
Reserves of the New York City Control of Con- 
trollers Institute, THE CONTROLLER, September 
1953; and Maurice E. Peloubet, ‘An Indictment 
of the Accounting Profession for Failing to Deal 
with the Effects of Inflation,” the Journal of 
Accountancy, December 1953. 

° This would not necessarily interfere with the 
methods presently used by financial accountants 
as will be shown later in this paper. 
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Stand-by Defense Plants 

ODM has announced a major new program to maintain 
key U. S. defense plants in stand-by condition after present 
government contracts expire. “Maintenance contracts” will 
be made with privately owned plants to provide for the 
“retention” of a group of key managers, engineers, and 
skilled workers who are familiar with the items to be pro- 
duced. The “‘retained’”’ groups will be expected to assist in 
modernizing the production facilities and to keep pace with 
new developments in military weapons. In some cases they 
might be called on to work on research and development 
projects. Defense will enter into maintenance contracts 
with companies turning out approximately 1000 key mili- 
tary items carried on the Pentagon’s secret preferential plan- 
ning list which accounts for 85% of the annual spending 
for military hard goods. AEC and Maritime will also work 
out lists of key production facilities. 


Sale of Stock Options 

A Tax Court decision points out that if you receive from 
the company for which you work an option to purchase its 
stock, but sell your option rights without exercising them, 
the price received is taxable as ordinary income rather than 
as capital gain. 


Honest Errors 

American taxpayers are scoring better in their arithmetic 
this year, but the errors still run against the Government. 
The IRS reported a check of almost 34 million individual 
tax returns turned up 750,570 errors in addition, subtrac- 
tion, multiplication and division. Last year 888,880 errors 
turned up in the same number of returns. The one relatively 
constant factor has been that errors in favor of taxpayers 
total about $46 million while those favoring the Govern- 
ment totaled about $11 million. 


Inspection of Federal Income Returns 

IRS has outlined the procedures to be followed by state 
governments in connection with the inspection of federal 
income returns and related documents. 
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FTC to Check Advertising Compliance 

A special “task force’’ has been appointed by FTC to 
check up on compliance with orders, stipulations and trade 
practice rules relating to advertising. The four attorneys 
assigned to this project replace seven advertising examiners 
who have no legal training. The change from advertising 
examiners to attorneys was on the basis of a management 
survey report stating that men with legal training ‘could 
do a more effective and rapid job of identifying unfair or 
misleading advertising, subject to the Commission’s juris- 
diction.” 


Industrial Spending 

Business firms will spend about $26.7 billion during 1954 
for new plant and equipment, a drop of 6% from the high 
of 1953. The latest survey by the SEC and the Commerce 
Department states that the small drop in spending from 
record 1953 clearly shows the confidence businessmen have 
in the nation’s economy. It is estimated that about half the 
total for ’54 will be to modernize and improve existing 
facilities. 


Customs Simplification 

The importers’ long-talked-about customs simplification 
moved a step closer with a recently signed bill. The princi- 
pal changes in the new law affect the Anti-dumping Act of 
1921, the 1930 Tariff Act’s provision for classifying im- 
ports not. specifically enumerated in tariff schedules and 
tariff treatment of metal articles sent to a foreign nation for 
processing and return to the United States. 


Tax Liability on Bonuses 

The gist of the new Tax Court ruling is that a bonus 
is income in the year it becomes available and it is not pos- 
sible to put off tax liability by getting the employer to delay 
payment until after the new year begins. 


Tax Filing Date 

Taxpayers whose returns cover a fiscal year ending after 
the enactment of the new revenue law (August 16, 1954) 
can get time extensions to fill out their tax returns by sub- 
mitting a statement to IRS that they need additional time. 

The time for filing income tax returns for taxable years 
of less than 12 months beginning in 1954 and ending after 
August 16 is extended to March 15, 1955 in the case of 
corporations, and to April 15, 1955 in the case of indi- 
viduals, trusts and estates. Extensions of time for filing re- 
turns do not carry with them, however, extensions of time 
for payment of tax. 


Tax Loophole 

Treasury officials and tax experts believe that there was 
a mechanical slip in the new tax law when the section on 
“collapsible corporations” was revised. New regulations are 
being drafted which may close the loophole. Businessmen 
contemplating trying the ‘‘collapsible corporation” will un- 
doubtedly remember that the legislative history of this 
section is so clear that it would be difficult to challenge the 
point in court. —BEN JAMIN R. MAKELA 





President C. R. Fay opened the meeting of members of Con- 
trollers Institute on Monday morning in the Ballroom of the 
Edgewater Beach Hotel. Seated from left to right are the fol- 
lowing Institute and Foundation officials: Vincent C. Ross, past 
president and retiring director at large; Edmund L. Grimes, 


eQNTROLLERS INST; Me 
- ANNUAL MEETING 


past 
past 


tion; 


president and director at large; George W. Schwarz, 
president and chairman of the Board; (standing) Mr. 
Fay; J. McCall Hughes, president, Controllership Founda- 
Allen Lester Fowler, past president of the Foundation; 
and Paul Haase, managing director of Controllers Institute. 


A PHOTOGRAPHER AND A REPORTER LOOK AT 


the 23rd Annual National Conference 


OF CONTROLLERS 


From THE OPENING RECEPTION on Sun- 
day, October 10, to the final luncheon 
the following Wednesday, the 23rd An- 
nual National Conference of Controllers 
Institute of America moved majestically 
along. Not even Chicago's record rainfall 
since 1889 served to dampen the gather- 
ing, which was held in the Edgewater 
Beach Hotel. The banquet attendance of 
762 made it one of the largest ever held 
by the Institute, while the turnout at 
general sessions and industry conferences 
was well sustained. 


KENNETH W. GEMMILL . . . On taxes 
Federal tax revision was the theme of 
the opening session, at which Wilfred 
Godfrey, treasurer, Keystone Custodian 
Funds, Incorporated, Boston, presided. 
The speaker was Kenneth W. Gemmill, 
partner in the Philadelphia law firm of 
Barnes, Dechert, Price, Myers & Rhoads, 
who was formerly Assistant to the Secre- 


tary of the Treasury and, in 1953, Acting 
Chief Counsel to the Internal Revenue 
Service. 

“Tax revision is only one part of a four- 
part tax program,” Mr. Gemmill said. 
“The other parts of the program consist 
of a reduction in individaal income tax 
amounting to $3 billion; the expiration of 
the excess profits tax amounting to $2 
billion; the excise tax reduction amount- 
ing to $1 billion. 


Two PROCEEDINGS BOOKLETS 
incorporating 
papers presented at the 
National Conference 
are described 


on page 541 of this issue 


INSTITUTE OF AMERICA 


“Tax revision cost the Government in 
revenue $1.4 billion. Thus the total tax 
reduction amounted to $7.4 billion, the 
largest reduction ever made in one year in 
the history of the country. Of this amount, 
$4.7 billion went to individuals and $2.7 
billion to corporations. These reductions 
were made possible by the cuts in expendi- 
tures made by the Administration. 

“The objectives of the tax revision were 
to remove inequities from the tax law, 
reduce barriers to the economic develop- 
ment of the country, close some loopholes 
and rearrange and restate the law in some 
areas. Provisions dealing with the removal 
of barriers to economic development were 
designed to benefit all the people in the 
country by providing more jobs. As more 
capital is invested in new plant and equip- 
ment or in modernizing old plant and 
equipment, the American worker can earn 
higher wages by producing more goods 
for better living.” 
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Carl M. Blumenschein (right), general chair- 
man of the Conference, presents the gavel 
to President Fay at the Monday luncheon 


C. R. FAY . . . On controllership 

At the luncheon which followed, the 
Conference was officially called to order by 
the general chairman—Carl M. Blumen- 
schein, vice president and controller, Con- 
tainer Corporation of America, Chicago. 
The very Reverend James T. Hussey, S.J., 
president of Loyola University, asked the 
invocation, whereupon the gavel was 
turned over to President C. R. Fay of 
the Institute, who is comptroller, Pitts- 
burgh Plate Glass Company, Pittsburgh. 

“Controllers have emerged as top mem- 
bers of the management team,” Mr. Fay 
declared. ‘“With perhaps the exception of 
the duties of a company president, ours is 
the only job whose duties deal with all 
operations, from obtaining raw materials 
to consumer distribution. We serve and 
work with research, production, marketing 
and promction.” 

Mr. Fay traced the history and develop- 
ment of the Institute, telling how it 
pioneered in formulating and establish- 
ing the basic concepts of controllership. 
“As urgent as was the need two decades 
ago for the Institute,” he added, “I’m 
sure we all agree that the need is much 
greater today, when all business and in- 
dustry, both large and small, are moving 
forward so rapidly. 

“In times when the planning and con- 


trol function is vital to profitable opera- 
tion, the existence of an organization 
which can help us is fortunate for us all. 
It is particularly helpful for younger and 
newer members who have not yet had the 
opportunity to acquire by experience the 
knowledge which has been preserved and 
put into usable form by the Institute.” 


ALLAN B. KLINE 
On the farm program 

The interdependence of industry and 
agriculture was stressed by the speaker 
at the luncheon—Allan B. Kline, presi- 
dent, American Farm Bureau Federation, 
Chicago. ‘‘In any civilized community,” he 
said, “agriculture is indispensable. Noth- 
ing is more basic than food. Also, for 
modern agriculture, business is indispen- 
sable. It not only produces necessary equip- 
ment, transportation, processing, and mer- 
chandising required for farm markets, but 
also enables large numbers of non-farmers 
to earn the income which makes the farm 
market. 

“National agricultural policy in the 
United States has not facilitated postwar 
adjustment to effective demand. Circum- 
stances are forcing realization among 
farmers that the Commodity Credit Cor- 
poration is not a market, but a storehouse, 
and that excess stocks depress markets, 
regardless of who owns them. 

“We of the Farm Bureau favor a moder- 
ate farm program. We are prepared to ac- 
cept the evils, or sacrifice the freedom in- 
volved in federal price fixing, as a sub- 
stitute for a market price system.” 


THE GE PANEL 

A case-study symposium on ‘‘Planning, 
Managing and Measuring the Business,” 
presented by six General Electric Com- 
pany executives, was featured on Monday 
afternoon. John V. van Pelt III, control- 
ler, The Kendall Company, introduced the 
panel, which was conducted by Robert 
Paxton, executive vice president of GE. 
Participating in the symposium were: A. F. 


The Monday luncheon, at which Allan B. Kline was the speaker, honored the presidents 
of various companies, national committee chairmen, past presidents at the head table 
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Vinson, vice president-manufacturing, 
Manufacturing Services Division; W. F. 
Oswalt, general manager, General Purpose 
Control Department, Industrial Power 
Components Division; W. C. Wichman, 
vice president-general manager of that de- 
partment; R. W. Lewis, manager, Meas- 
urements Services, Accounting Services 
Division, and M. L. Hurni, senior con- 
sultant, Operations Consulting Service. 


MR. PAXTON .. . On decentralization 

“With the rapid expansion required 
during and after World War II,” Mr. 
Paxton pointed out, “General Electric 


Robert Paxton who conducted the Gen- 
eral Electric panel discussion on Monday 


came to the parting of the ways with the 
centralized functional type of organiza- 
tion. It was forced to recognize that it was 
in fact an assemblage of closely related, 
yet diversified, businesses; that it needed 
general managers to run them, and that 
these general managers should be assigned 
the authority and with it the accounta- 
bility for the handling of all the problems 
which beset a typical business, retaining 
a minimum of reserved authority. 

“Today we have over 80 such businesses 
within the framework of General Electric. 
We believe that ten years from now there 
may well be 150.” The speaker told how 
the product departments, which he termed 
“the real building blocks of General 
Electric,” are set up and grouped in com- 
patible divisions, under a division gen- 
eral manager and group executive who 
concentrate on long-range plans, policies 
and problems. 


MR. VINSON .. . 
On Accounting Services 

Mr. Vinson described the work of the 
Services Division, headed by the Services 
Officer Group. The latter includes the vice 
presidents oF rants engineering, manu- 
facturing, marketing, employe relations, 
public relations; the vice president, gen- 
eral counsel and secretary; the vice presi- 
dent-management consultation services; 
the comptroller and the treasurer. 

“In the comptroller’s area,’” Mr. Vinson 




















observed, ‘General Electric for many years 
has found it wise to assign to the Account- 
ing Services Division the task of recruit- 
ing, training and breaking in a nucleus 
of professionally educated men, before 
their assignment to particular operations. 
Certain advanced training, which goes 
on with these men after their assignment 
to operations, is planned, supervised and, 
on occasion, conducted by the Account- 
ing Services Division. This division also 
conducts a continuous internal audit which 
requires between 80 and 100 men.” 





MR. OSWALT .. . 
On the accountant’s role 

The accountant’s sphere of action in this 
decentralized set-up was defined by Mr. 
Oswalt, who praised the contributions 
which the accountant makes in group de- 
cisions. ‘The accountant’s inherently more 
orderly method and his inherent ability to 
analyze hold the key to opportunities un- 
realized, and often undreamed of, by the 
engineer and the manufacturing or mar- 
keting components,” he declared. 

“In.a case at point, a financial man and 
a sales engineer studying one of our prod- 
ucts eliminated scores of unnecessary vari- 
ations. The orderly mind of the financial 
man had suggested collation charts of the 
parts list, and it became apparent that a 
highly intriguing pattern of repetition 
could have existed, but did not. The manu- 
facturing people concluded they could 
stock a few key assemblies, and in no more 
than one week could produce the special 
components (by now shrunk to some 5 per 
cent of the material list) and give 10-day 
shipment to 10 times as many catalog 
numbers. Inventories were decreased over 
$1 million; shipments greatly improved; 
cost tumbled, and first place competitively 
secured.” 


MR. WICHMAN . . . On communications 

One of the major problems to be over- 
come in decentralization is communica- 
tion, Mr. Wichman pointed out. He de- 
scribed the various statistical reports which 
are used by his division, and told how in- 
formal meetings help to keep the top ex- 
ecutives informed. ‘“We hold what we call 
a ‘Business Review’ once each year in each 
department,” he said. ‘Attendance is cus- 
tomarily by the president and the group 
executives, and all the Executive Office, 
especially the services officers, are invited 
to attend. By this mechanism the presi- 
dent and the service officers review at the 
departmental location, current operations, 
the 10-year forecast, and the people who 
run the decentralized business. Frequently 
these two-day meetings serve to call atten- 
tion to unusual needs for counsel from one 
or more of the services areas. The depart- 
ments question members of the Executive 
Office as to how similar problems are han- 
dled elsewhere, who in the company could 
give most significant help, and so forth.” 





MR. LEWIS . . . On performance 

The methods used by GE in measuring 
performance were covered by Mr. Lewis, 
including such aspects as market position; 
productivity; product leadership; the ef- 
fectiveness of personnel development pro- 
grams; employe attitudes; vender rela- 
tions and plant community reactions. 

“Sound measurements of market posi- 
tion,” he said on one of these scores, ‘‘will 
provide the best indicators of the success 
of a business in attaining its twin objec- 
tives of growth and leadership.” 


MR. HURNI . . . On research 

The operations research approach to 
business problems was explored by Mr. 
Hurni, who said, ‘There is a growing 
awareness on the part of a small but stead- 
ily increasing group of business and sci- 
entific people that the examination of a 
business situation as a problem of logic 
is possible, and that such examinations can 
make important contributions to the han- 
dling of operating problems.” 

As a result of this approach, the speaker 
indicated, present-day units of measure- 
ment will change, as will the nomenclature 
of costing. “There will be great emphasis 
on families of things called ‘cost func- 
tions, he explained. “These functions 
will describe the cost of making parts, for 
example, in varying volumes on a given 
facility, or of making parts in varying 
volume and in different mixes on a given 
facility. Price will no longer be a number 
with a dollar sign as a prefix, but rather a 
vector. Inventory will be measured, not in 
terms of static ratios or numbers of pieces 
or dollars, but in terms of investment 
against costs for anticipated volume of de- 
mand.” 


H. THOMAS AUSTERN .. . 
On antitrust enforcement 

The Tuesday morning session, at which 
James L. Peirce, vice president and con- 
troller, A. B. Dick Company, Chicago, 
presided, opened with an address on ‘“‘Na- 



















Will Durant, the Tuesday luncheon speaker 


tional Policy Toward Competition,” by 
H. Thomas Austern, partner in the Wash- 
ington law firm of Covington & Burling. 

“It is a common misconception that the 
present Administration's antitrust enforce- 
ment has become soft,’ the speaker said. 
“This is far from the fact. The Antitrust 
Division of the Justice Department alone 
has brought some 40 new cases. All this 
activity demonstrates that those now in 
charge of our antitrust policy are seeking 
vigorously to enforce the laws without 
wandering into any new areas or attempt- 
ing to engulf widely prevalent business 
practices previously considered legal. It 
does not suggest any relaxation in enforce- 
ment. 

“In their development over six decades 
the antitrust laws have perhaps come to 
match in complexity the vast American 
economy they regulate. But the basic em- 
phasis, direction and objectives have re- 
mained constant—founded on the convic- 
tion that a dynamic democracy depends 
upon a free economy, and that the free- 
dom to compete must always be vigilantly 
protected.” 

J. WILSON NEWMAN .. . 
On the controller as a planner of growth 


The controller's contribution to business 
survival was appraised by the second 





The Tuesday luncheon, which honored the presidents of local Controls of Controllers 
Institute at head table, heard Will Durant answer the question “Does Man Progress?” 
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THE ANNUAL BANQUET (above) in the Marine Room on Tues- 
day evening at which Paul G. Hoffman addressed the guests. 
(see page 526) 


THE HEAD TABLE (close-up—lower center) honored the follow- 
ing national officers and directors: 

Front row (left to right) 1953-4 Regional (I) vice president, 
Joseph T. Foerth; 1953-4 Regional (II) vice president, C. J. Kush- 
ell, Jr.; 1953-4 Regional (V) vice president, C. C. Lay; 1953-4 
Regional (VII) vice president, R. W. Sandburg; Director (Region 
IX), Allyn R. Bell, Jr.; Director (Region VI), William A. Crichley; 
Director (Region Ill), Irving D. Dawes; Director (Region VI), 
James B. Fenner; Director (Region |X), Lewis E. Frensley; Direc- 
tor (Region X), Charles H. Gordon; Director (Region VIli), 
Harry C. Hahn; Director (Region II), Nelson T. Hampson; Direc- 
tor (Region Il), F. G. Hawthorne; Director (Region VII), Joseph 
C. Huehn. 

Center row (left to right) 1954-5 vice presidents of Control- 
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lership Foundation, Harold A. Ketchum and Thomas J. Tobin; 
1954-5 President of Controllership Foundation, J. McCall 
Hughes; Chairman of the 1955 Annual National Conference in 
san Francisco, Dudley E. Browne; President C. R. Fay; Speaker 
Paul G. Hoffman; Chairman of the Board of Directors, George 
W. Schwarz; Director at large, Edmund L. Grimes; Bishop 
Charles W. Brashares, invocator; Institute assistant treasurer 
Arthur C. Harragin; Institute treasurer, Stuart W. McLaughlin. 

Third row (left to right) Past president and retiring director 
at large, Vincent C. Ross; retiring president of Controllership 
Foundation, Allen Lester Fowler; Regional (VI) vice president 
J. E. Heidgen; Regional (VII) vice president, Ralph O. Linville; 
Regional (X) vice president, Wilson K. Minor; Regional (I) vice 
president, Ernest J. Meuten; Regional (VIll) vice president 
James L. Peirce; Regional (V) vice president, James B. Pollard; 
Conference general chairman, Carl M. Blumenschein; Acting 


vice president of the Conference, L. B. Buchanan. 
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iam 
Paul G. Hoffman addressing the banquet on Tuesday evening (left). Edmund L. Grimes, 
director at large of the Institute, and Bishop Brashares, invocator, to his left. 


The Executive Committee of Controllers Institute at their Saturday meeting. Left to 
right seated—Messrs. Sandburg, Yardley, Schwarz, Fay, Peirce, Haase. Left to right 
standing—Messrs. Wiedeman, McLaughlin, Hughes (giving Foundation report), Crichley. 
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speaker—J. Wilson Newman, president, 
Dun & Bradstreet, New York, who was 
introduced by Herman W. Stein, control- 
ler, A. C. Nielsen, Company, Chicago, 
program chairman for the event. “The 
controller is expected to advise on how to 
risk capital as well as how to protect it,” 
Mr. Newman observed. “That is why he 
has a significant position as a planner for 
growth. The controller with a dynamic in- 
terest in the future of an enterprise looks 
forward through projections of growth 
that are not only based on current figures 
but also given dramatic meaning through 
an understanding of the plans of the en- 
gineer, the production men, and the sales 
and credit departments. 

“The present situation in our economy 
will bear sharp scrutiny because there is 
evidence here and there of soft spots. It’s 
time for management to get back to the 
rigors of setting-up exercises, and the con- 
troller has to play the role of the tough 
top sergeant. If he can take the handcuffs 
from the accounting function and give it 
free movement in the councils of manage- 
ment, the controller should be seen and 
heard, and with respectful attention.” 


WILL DURANT... 
On the progress of civilization 

Will Durant, author and philosopher, 
addressed the Tuesday luncheon session, 
at which Edmund L. Grimes, retiring 
chairman of the Board and executive vice 
president, Commercial Credit Co., Balti- 
more, presided. Affirmatively answering 
the question, “Does Man Progress ?,” Dr. 
Durant cited such advances as speech, fire, 
the conquest of the animals, agriculture, 
social organization, morality, tools, sci- 
ence, education and writing and printing, 
without which civilization would be im- 
possible. 

“We need not fret about the future,” 
he declared. ‘“There have been wars be- 
fore. Man and civilization survived them. 
Within 15 years after Waterloo, defeated 
France was producing so many geniuses 
that every attic in Paris was occupied. 
Never was our heritage of civilization and 
culture so secure, and never was it half so 
rich. We may do our little share to aug- 
ment it and transmit it, confident that time 
will wear away chiefly the dross of it, and 
that what is finally fair and worthy in it 
will be preserved, to illuminate many gen- 
erations.” 


PAUL G. HOFFMAN ... 
On the American economy 

Paul G. Hoffman, chairman of the 
Studebaker-Packard Corporation, South 
Bend, Ind., was guest of honor at the An- 
nual Banquet at which George W. 
Schwarz, chairman of the Board of the In- 
stitute, and vice president, Wyandotte 
Chemicals Corporation, Wyandotte, Mich., 
was toastmaster. The invocation was de- 
livered by Bishop Charles W. Brashares of 





the Methodist Churches in the Chicago 
area. 

Mr. Hoffman contrasted the expanding 
benefits which Americans receive under 
the free competitive system with those de- 
rived under Old World socialism and 
communism. Pointing out that this coun- 
try, with only one-sixteenth of the world’s 
land area, population and resources, pro- 
duces one-third of the world’s total goods 
and almost one-half of all its manufac- 
tured products, the speaker credited our 
greater output per man hour; the ex- 
panded use of machine tools; our capacity 
for change; the wide and equitable distri- 
bution of wealth, and freedom of compe- 
tition. He also praised the growth of mem- 
bership organizations as a factor in mak- 
ing America strong. 

Naming the Controllers Institute of 
America as an outstanding example, Mr. 
Hoffman said, ‘People in other countries 
poke fun at us because we are joiners. It 
is true that we are the greatest joiners in 
all the world. But that fact has done as 
much as any other to make ours the strong- 
est society in all the world. 

“We organize on a voluntary basis to 
improve our towns, our schools, our indus- 
tries and our local and national economies. 
As businessmen, we learned long ago to 
join forces, not only to improve condi- 
tions for all businessmen, but for our com- 
munities and the nation. We have learned 
how to cooperate in order to have a bigger 
and better market in which to compete.” 

Seventeen industry conferences were 
held concurrently on Wednesday morn- 
ing. The Conference closed with a lunch- 
eon at which Doris Fleeson, columnist for 
the United Feature Syndicate, spoke on 
“Political Realities of the Hydrogen Era.” 
J. McCall Hughes, president of Control- 
lership Foundation and vice president and 
controller, Mutual of New York, presided 
at the luncheon. 


DORIS FLEESON ... 
On the political scene 

Miss Fleeson weighed the pre-election 
scene and the part which economic trends 
would play in the voting. ‘A major eco- 
nomic policy,” she said, “is involved in 
the quarrel. Republicans point with pride 
to the stability of the economy. They have 
stemmed inflation; they have not balanced 
the budget but they have notably econo- 
mized. They argue we cannot live at the 
war's high level, but must climb down 
slowly but surely. 

“Democrats answer, ‘Why stabilize a 
recession?’ They argue that the Eisen- 
hower policy ignores the annual increase 
of about 700,000 new workers entering 
the labor market. In ten years, if the coun- 
try stands still, the unemployed will rise 
to 12 million—a fertile ground for com- 
munism. I personally believe that the eco- 
nomic issue is the most compelling of all 
this year, with the slide in farm prices 
linked to unemployment.” 


The Wednesday luncheon addressed by Doris Fleeson and featured by the presenta- 
tion of a birthday cake to President C. R. Fay with the title of “man of the century.” 





Between technical sessions members visited the Business Show in East and West Lounge 
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JAMES L. PEIRCE, vice president and 
controller, A. B. Dick Co., Chicago, 
chairman, Executive Committee, which 
sets standards and regulations for 
Institute headquarters; acts in emer- 
gencies between Board meetings. 


LISLE W. ADKINS (I.), Cincinnati, Ohio, 
and EDWIN E. MCCONNELL (r.), con- 
troller, Norton Co., Worcester, Mass., 
co-chairmen, Advisory Council on Fed- 
eral Reports, composed of representa- 
tives of national organizations, which 


RALPH H. SMITH, controller, the Cleve- 
land (Ohio) Electric Illuminating Co., 
chairman, Education Committee, which 
promotes knowledge of career oppor- 
tunities and requirements relating 
to the controller’s responsibilities. 


ROGER A. YODER, secretary-treasurer, 
Detroit Steel Corp., Detroit, Mich., 
chairman, Planning Committee, which 
functions as a policy body concerning 
long-range objectives, progress and 
usefulness of Controllers Institute. 


HAROLD H. SCAFF, vice president, 
Ebasco Services, Inc., New York, chair- 
man, Budget and Finance Committee, 
which prepares the Institute’s budget; 
suggests ways and means of increas- 
ing revenues and limiting expenses. 


acts as the Budget Bureau’s (Division 
of Statistical Standards) business con- 
sultant on reporting and record-keep- 
ing problems concerning Federal re- 
ports. Mr. Adkins and Mr. McCon- 
nell represent Controllers Institute. 


Pr ee 
eS - 
Se en ee 








JOSEPH B. LANTERMAN, vice presi- 
dent and controller, American Steel 
Foundries, Chicago, III., chairman, Fed- 
eral Taxation Committee, which makes 
recommendations to Congressional com- 
mittees for federal income tax laws. 


JAMES M., VEEDER, assistant manager, 
Finance Department, Koppers Co., 
Pittsburgh, Pa., chairman, Securities 
and Exchange Regulation Committee, 
which studies and reports on the general 
rules and regulations released by SEC. 


ROBERT N. WALLIS, treasurer, Denni- 
son Manufacturing Co., Framingham, 
Mass., chairman, Ethics and Eligibil- 
ity Standards Committee, which keeps 
up to date the Institute’s concepts 
of purpose and quality of membership. 


MALCOLM S. SUTHERLAND, secretary- 
treasurer, Burlington Steel Co., Ltd., 
Hamilton, Ont., Canada, chairman, 
Canadian Affairs Committee, which is 
responsible for contacts with Canadian 
government, Canadian organizations. 


JOHN V. VAN PELT III, controller, the 
Kendall Company, Walpole, Massachu- 
setts, chairman, Management Planning 
and Control Committee, which works 
for acceptance of the P&C concept to 
improve profits and business stability. 


WAYLAND S. BOWSER, controller, 
Blaw-Knox Company, Pittsburgh, Pa., 
chairman, Social Security Committee, 
which considers proposals re the nation’s 
Social Security program and makes rec- 
ommendations when it is appropriate. 


GEORGE E. HALLETT, controller, Tung- 
Sol Electric Inc., Newark, N. J., chair- 
man, Admissions Committee, which de- 
cides eligibility of applicants for mem- 
bership in accordance with by-laws and 
rules of membership and admission. 


R. W. MICHIE, vice president, Chesa- 
peake & Potomac Telephone Companies, 
Washington, D. C., chairman, Coopera- 
tion with the Government Committee, 
which covers governmental matters not 
assigned to other Institute committees. 


J. R. MULVEY, assistant comptroller, 
Humble Oil and Refining Co., Houston, 
Tex., chairman, Member Placement Com- 
mittee, which is concerned with policies 
and procedures to implement a mem- 
ber’s own efforts to obtain a position. 


JOHN MCFARLAND, manager, Tax De- 
partment, Sun Oil Co., Philadelphia, 
Pa., chairman, State and Local Taxation 
Committee, which keeps up with all 
state and local tax matters; makes rec- 
ommendations for tux improvement. 
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Recent Appointments in 
Financial Organizations 


AAA 


The following officers of the American 
Accounting Association were elected at its 
annual meeting on September 2, 1954 to 
take office on January 1, 1955: 


President: Willard J. Graham, Univer- 
sity of North Carolina; Vice Presidents: 
Martin L. Black, Jr., Duke University, 
Arthur M. Cannon, University of Wash- 
ington, and Donald P. Perry, Lybrand, 
Ross Bros. & Montgomery, Boston; Secre- 
tary-Treasurer: Carson Cox, Ohio State 
University ; Director of Research: John A. 
White, University of Texas; Editor of the 
Accounting Review: Frank P. Smith, Uni- 
versity of Michigan. 

Mr. Graham and Mr. Smith are associ- 
ate members of Controllers Institute of 
America. 


NABAC 


The Executive Board of The National 
Association of Bank Auditors and Comp- 
trollers has appointed Harry E. Mertz As- 
sistant Executive Secretary. In his new po- 
sition Mr. Mertz will assist the Associa- 
tion’s Executive Secretary, Darrell R. 
Cochard, in the administrative duties of 
the Association. In addition, he will con- 
tinue to direct NABAC’s technical divi- 
sion activities. 

Mr. Mertz, who has been associated 
with NABAC’s Headquarters staff as Sec- 
retary to Technical Commissions since 
April 1949, has had wide experience in 
banking, including positions as state bank 
examiner in Pennsylvania, and as manager 
of the commercial and collateral loan de- 
partment at the Central National Bank in 
Cleveland, Ohio. 


INCFO 


Herbert E. Hetu, secretary and control- 
ler of the Sharon (Pa.) Herald, was 
elected president of the Institute of News- 
paper Controllers and Finance Officers at 
that organization’s Seventh Annual Meet- 
ing. He succeeds Richard H. Wills, treas- 
urer of the Roanoke (Va.) Times and 
W orld-News, who becomes a director. 

Robert P. Hunter, secretary-treasurer of 
the Birmingham (Ala.) News, was 
chosen first vice president of INCFO, and 
Frank T. Hodgdon, Jr., controller of the 
Cleveland (Ohio) Plain Dealer and 
News, was named second vice president. 
G. Stewart Phillips, comptroller, assistant 
secretary and assistant treasurer, the 
Washington (D. C.) Post and Times- 
Herald, succeeds Mr. Hodgdon as secre- 
tary. The new treasurer is M. N. Kress- 
man, administrative assistant, Easton 
(Pa.) Express. 

Mr. Phillips is a member of Controllers 
Institute of America and is currently serv- 
ing as vice president of the District of Co- 
lumbia Control. 
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for Servel 
SPEEDS PAPERWORK 


Using the XeroX®-offset combina- 
tion in its print shop for general 
paperwork reproduction is realiz- 
ing Servel, Inc., estimated savings 
of $8,000 a year. 

Servel’s Methods Planners have 
devised innovations in the use of 
xerography which have effected a 
substantial reduction in the time 
formerly required for reproducing 
forms, bulletins and letters. 


Xerography is used by compa- | 





How XEROGRAPHY #22» 


cuts duplicating costs $8,000 a year 


nies of all kinds, large and small, in | | 


thousands of applications copying 
forms, letters, charts, bulletins, 
sales manuals, engineering draw- 
ings, etc., onto paper masters for 
low cost duplicating. 





Anything written, typed, printed or 
drawn can be copied onto paper mas- 
ters by xerography with XeroX copying 
equipment. With xerography, copies 
can be made from one or both sides of 
original material. 


For use in diazo type machines, translu- 
cent intermediates can be made from an 
original subject in the same speedy way. 





Servel, Inc., Evansville, Indiana, is a 
leading manufacturer of refrigeration 
and air conditioning products. Shown 
above is the Servel Automatic Ice-Maker 
Refrigerator which makes ice cubes with- 
out trays and puts them in a basket auto- 
matically. 


HERE are six ways SERVEL saves 
money through xerography. 


1 Offset Masters are produced by xerography 
at cost of about 30c compared with $2.50 
for other reproduction processes. 


2 Many forms and drawings formerly pre- 
pared with special ruling pens and india 
ink are now made with pencil. 


Preparing masters by xerography eliminates 
need for re-typing and re-checking masters 
prepared by other methods. 


vised by simply superimposing new copy on 


4 Xerography permits the original to be re- 
the area of the original to be changed. 


A bulletin or form letter is produced in one 
press run on blank paper stock. When run 
off, the copies will be complete with bulletin 
heading or letterhead, the text or line draw- 
ing and with even a true facsimile signature. 


6 Masters made by xerography have a poten- 
tial runoff maximum of 8,000 copies com- 
pared with 500 copies by other methods. 


WRITE for proof of performance folders showing how Servel, Inc., and companies 
of all kinds are cutting costs and speeding paperwork with xerography. 
Also available, movies showing xerography at work. 


THE HALOID COMPANY 


54-87X HALOID STREET © ROCHESTER 3, NEW YORK 
BRANCH OFFICES IN PRINCIPAL U.S. CITIES AND TORONTO 

















Case histories prove 


DITTO saves 








payRout 

Ss 
*contractor save 
| g20,000 year 


One-Writing 
Systems 


-Writing 


@eeeeeesseseseeeeeeeneeses of} 


Throughout America, industries 
have turned to pitro One-Writing 
Systems to cut mounting paperwork 
costs, in the office and in the plant. 
DITTO substitutes a speedy simple 
duplicating process for time consum- 
ing, costly hand written or typed 
operations. The result? Valuable 
time saved, errors avoided—overall 
costs cut. DITTO One-Writing Systems 
are not ‘“‘cut and dried’? but com- 
pletely flexible and tailored to your 
company’s exact needs for forms and 
methods. Results like these* shown 
can be yours. Fill out the coupon 
for complete information today. 


*GOuId gePORTs 


@eeseeeaeveeoeceoeeoeo eee ee 
DITTO, Inc., 2279 W. Harrison St., Chicago 12, Ill. 
In Canada: DITTO of Canada, Ltd., Toronto, Ontario 


Gentlemen: 
At no cost or obligation, please send me more information on 
how you can save us money, time and effort with the DITTO 


One Writing System for 
[_] Payroll [_] Inventory Control [_] Hospital Admittance 
Order Billing [_] Production (_] Purchase-Receiving [_| Other 


name, position 





company 





address 





city 
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based on a sound capital structure, a struc- 
ture that delivers the values an investor 
in equities is entitled to receive. Pyro- 
technical devices and gimmicks in the 
shareholder relations program itself, as 
a substitute for fair dealing with equity 
holders, can never succeed for long. There 
is no substitute for a soundly conceived 
plan, and an adroitly administered pro- 
gram, for building and maintaining a cap- 
ital structure that gives the management 
elbow room and that deals fairly with the 
voting shareholder. 

The studies, if not the decisions, that 
eventuate in sound financial structure and 
policy must come from the controller's 
department. If the corporation is blessed 
with a single issue of capital stock, and 
that all voting, the current problem is 
simple. Otherwise, the other classes of 
securities listed in the FINANCE quadrant 
of Figure I must come in for considera- 
tion. 

If there be convertible securities of any 
kind outstanding, these must come under 
the same surveillance as that proposed 
for voting securities in Figure 11. What is 
done about these securities in the continu- 
ing shareholder relations program de- 
pends on the ultimate disposition of these 
classes currently contemplated by the man- 
agement. As a general rule, the holders 
of registered or known holders of con- 
vertible securities should also receive the 
annual report. One day they may be vot- 
ing shareholders. Meanwhile, in a tight 
battle for control, the conversion right 
might be exercised solely for the vote- 
yield, especially where cumulative voting 
is in effect. 

Where debt securities have been placed 
with institutions, worsening of share- 
holder relations may be a present or 
threatening problem, as when the inden- 
ture restricts, or appears to restrict, divi- 
dend payments and other possible moves 
of the management deemed to be in the 
present interest of the shareholder. 

These institutional holders will receive 
the annual report in due course. Known 
holders of publicly held debt securities 


| also may receive a copy. Normally, com- 


mercial banks, commercial credit compa- 
nies, factors and similar suppliers of short- 
term credit to the corporation, also will 
receive copies of the report. 

Voting shareholders, then, must receive 
not only the annual report, but also a 
proxy statement and proxy. All other con- 
tributors of capital funds may receive the 
annual report. The exact determination 
of the circulation lists is a condition prec- 
edent to the formulation of the annual re- 
port. The annual report is purely func- 
tional, and its function is to safeguard 
and foster, to protect and to promote. The 
first of these protections is protection of 
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the incumbent management, the protec- 
tion of control. 

Control is built into the capital struc- 
ture and is maintained by both the pro- 
tective and promotional aspects of the 
shareholder relations program. 


THE INVESTMENT MIDDLEMAN 

Management's principal ally in the main- 
tenance of effective shareholder relations 
is the financial community. The impor- 
tance to management of the good will and 
active cooperation of the investment mid- 
dleman cannot be overemphasized. 

At the start of any fiscal year it is pos- 
sible to forecast the Jess of shareholders 
due to necessitous liquidation, such as 
that occasioned by death and taxes. The 
mission of the shareholder relations pro- 
gram is to promote continuity of owner- 
ship by present shareholders. Here as 
elsewhere in business, turnover is costly. 
It is necessary, in the first place, to snhibit 
casual and preventable liquidation. It is 
moreover necessary to have a market-in- 
being for shares that predictably will press 
upon the market during the ensuing fiscal 
year for placement in other portfolios. 
Both of these ends are served by getting 
management’s story over not only to the 
shareholder, but also to the man he relies 
upon for investment counsel, or at least 
for the execution of his market orders. 

Supply and demand determine relative 
day-to-day prices of shares, as of all 
things, and a healthy relationship with 
the investment middleman is manage- 
ment’s best and cheapest means to a 
healthy supply-demand situation. 

Another aspect is this: When a cor- 
poration issues securities it is for the life 
of the issue under obligation to service 
the shareholder, just as when it sells, for 
example, a complicated electronic device. 
This is a job for experts, and those ex- 
perts are to be found in the stock ex- 
change houses, the investment banking 
institutions, and in the investment coun- 
sel firms. The mailing list for the annual 
report is, then, only as complete as is 
this part of it. 

An aid to the effective building of this 

art of the mailing list is the geographical 
‘ccaleihonll of the shareholder list. F/g- 
ure Ill provides a basis. Wherever there 
is a concentration of shareholders of rec- 
ord, there a saturation mailing should go 
to the investment middleman segment of 
the list. That’s for protection. By the same 
token, a rich potential market that is not 
commensurately represented on the pres- 
ent list of shareholders, also should re- 
ceive saturation coverage. That's for pro- 
motion. 

If management must err in this area 
of effort, it should be in both amplitude 
and frequency, and never in stint. 


THE CASE FOR EXTENDED COVERAGE 

It is not anticipated that much objec- 

tion will develop within a management 
(Continued on page 532) 
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To Kill the Invoices You Pay, 
You Must Cancel All Six... 








Only Cummins Perforators Kill All 
At Once...Neatly and Permanently! 





A & P — Uses a Cummins Perforator for 
the perforation of invoices. ““There is no 
question that this is an important func- 
tion which is necessary to maintain the 
proper control on paid invoices.” 


Standard Oil, Lovisiana — Uses a Cum- 
mins Perforator for the cancellation of 
paid invoices, accounts payable vouchers, 
journal vouchers, and their supporting 
papers. 

Dow Jones & Co., Inc. — Finds the Cum- 
mins Perforator a valuable replacement 
for the date stamp. “We perforate the 
day’s date through 20 to 30 charge tickets 
at a time. This is cleaner than a date 
stamp, and saves considerable time.” 
Kewanee Boiler Corp. — Uses a Cummins 
Perforator principally for canceling paid 
invoices. “However, we have consider- 
able other canceling to do, all of which 
is done on the Cummins Perforator.” 


Commins 


For full information, mail coupon or phone 











Cummins Business Machines sales and 


service offices in principal cities 





The one sure way to kill the invoices 
you pay, and supporting papers, is 
to cancel them with a Cummins Per- 
forator — the machine that punches 
holes you can read in a whole invoice 
bundle in one swift stroke . . . with 


no skips or misses. 


With modern business firms pay- 
ing out from 3 to 10 times their net 
worth annually, it is plain smart to 
find out why more and more offices 
are turning from tedious, risky, one- 
at-a-time hand stamping to fast, 
safe Cummins Perforation. 
Sueiny Auerrees, Maceress 


Dept. C-114, 4740 N. Ravenswood Ave., 
Chicago 40, Illinois 


Please send full information on Cummins 


| 
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t Address of Business .... ........»... 
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Wo USE 
LOOKING, 
OSCAR un YOU 
CAN'T SEE MY 
PAYCHECK 
THROUGH THIS 


PAYCHECK “OUTLOOK” 
ENVELOPES 


Eliminate Time and Expense of 
Addressing, also Chances for Errors 


Paycheck ‘‘Outlook’’ 
Envelopes are abso- 
lutely opaque; essen- 
tial when wages are 
paid by check. Noth- 
ing shows but the em- 
ployee’s name. This 
improves personnel re- 
lations. 


Send for Samples 
and Prices Today 


y 
ya 


OUTLOOK ENVELOPE CO., ést. 1902 


Originators of “Outlook” Envelopes 
1001 W. Washington Blvd., Chicago 7, Illinois » 





ESLEEC® 
1. Jhin Papers. 


Reduce 
TYPING, MAILING 
and FILING COSTS. 


Use 


Fidelity 
Onion Skin 


For 


THIN LETTERHEADS 
COPIES 
RECORDS FORMS 


Send For Samples 


ESLEECK MANUFACTURING CO. 


Iurners Falls, Mass. 
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group as to the extent and manner of 
covering the direct contributors of capi- 
tal and credit to the corporation, and to 
those who influence the shareholders, 
the investment middleman. But the pro- 
posal to include customers, werner and 
employes in the circulation list for the 
annual report, which is implicit in Figure 
I, is almost certain to draw fire. Accord- 
ingly, an effort will be made to set forth 
the case for the inclusion of each cate- 
gory, at least on a selective basis. 

Why should the annual report be is- 
sued to anybody but a voting share- 
holder, and maybe the financial com- 
munity? For a simple, valid reason: Cus- 
tomers, suppliers and employes are inves- 
tors in the enterprise. 


The customer who has used, as a com- 
ponent of his own end-product, the 
branded end-product of the corporation 
issuing the report certainly has a pecuni- 
ary interest in the welfare of the issuing 
corporation, and a vital survival interest 
in who controls that corporation. To the 
extent that the customer relies upon the 
issuing corporation for important ele- 
ments of its own end-product, to that 
extent the customer corporation is stak- 
ing its resources on the welfare of the 
corporation issuing the report. 

The reverse is also true. The issuing 
corporation, as the customer of its own 
suppliers, is drawing upon the resources 
of its supplying corporations, and if it 


FIGURE IlI—INITIAL CIRCULATION OF THE ANNUAL REPORT 


FINANCIAL: 


Number of 
Copies By 
Category 


Earmarked 
By Group 





Franchised Shareholders (from Figure I!) 


Preferred Shareholders 
Debenture Holders 

Bondholders 

Commercial Banks 

Other Suppliers of Current Credit 
Other 

The Investment Middleman 


CUSTOMERS: 


Assemblers 

Fabricators 

Distributors 

Dealers 

Users 

Exporters 

Lessor of Warehouses and Stores 
Other 


SUPPLIERS: 
Raw Materials 
Machinery and Equipment 
Patent Licensors 


Group Total 


Group Total 


Packing and Shipping Supplies and Facilities 


Lessors of Factory Facilities 
Other 


EMPLOYES: 
Officers 
Department Heads 
Branch Managers 
Supervisors 
Salesmen 
Salaried 
Hourly Rated 


DEPARTMENTAL: 


Group Total 


Group Total 


Officers and Directors for Personal Circulation 


Sales Department 
Advertising Department 
Public Relations Department 
Reserved for Future Use 


Group Total (Grand Total) 
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is a substantial customer it may pre-empt 
a major part of those resources. 

The employe, to complete the gloss 
of the chart (Figure 1), also is an in- 
vestor in the issuing corporation: his 
stake is his career. 

Customers, suppliers and employes 
have this in common with shareholders: 
all of them have an investment in kind 
or in cash or credit, and sometimes all 
of these. Unlike the shareholder, who 
can terminate his interest at will, and 
almost instantaneously, these groups 
have long-term commitments in the wel- 
fare of the enterprise. Moreover, these 
long-term commitments have a merchant- 
able value to the issuing corporation. 
Sometimes these merchantable values ac- 
crue to customers and suppliers too, but 
seldom to employes. Indeed, the em- 
ploye is often estopped from change of 
position by his vested interest in 
“fringe” benefits with his present em- 
ployer, and sometimes also by the exist- 
ence of other benefits within the setup 
of the prospective employer, which are 
foreclosed to new employes aged over 40 
or thereabouts. To redress this inequity, 
as well as to provide incentive, many 
managements make it possible for em- 
ployes to become shareholders on attrac- 
tive terms. 

The controller can without too much 
trouble guide the management in its de- 
cision whether, and to what extent, to 
circulate the annual report to the ex- 
tended list proposed in Figure I. The 
budget for the current (not the past) 
fiscal year provides the sure guide. For 
the budget will show, as to each quad- 
rant, where the money is to come from, 
au.d where it is to go, during the current 
fiscal year. 

The FINANCE quadrant, for example, 
may be all outgo for the current fiscal 
year, and the sole source of income may 
turn out to be the CUSTOMER quadrant. 
In that event, the role of the customer as 
a supporter of the enterprise is empha- 
sized. On the other hand, if new financ- 
ing is important to the current budget, 
redoubling of the effort with the finan- 
cial community may be indicated. 

After these determinations have been 
made in gross, and a policy decision as to 
the areas of distributon of the annual 
report has been arrived at, the detailed 
records of the corporation will provide 
exact mailing lists. 

The nomenclature used in the four 
quadrants of the chart (Figure I) is ar- 
bitrary but, it is believed, typical. Every 
business has either the group listed, or its 
counterpart. If it be argued, for example, 
that a cash-and-carry chain store organi- 
zation cannot possibly cover all its mil- 
lions of customers, that argument must 
prevail. However, such an organization 
will certainly have landlords, and prob- 


(Continued on page 534) 
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ably profit-sharing managers for each 
separate outlet. Shall these two groups 
be included in the mailing list for the 
annual report? 

The other quadrants raise other ques- 
tions, all of which must be resolved on 
the basis of fact and policy. Shall each 
salesman, for example, receive a copy of 
the annual report? Would it be for his 
own use, or is it to be made a part of a 
sales kit, and used face to face with the 
customer and prospective customer? The 
salesman’s line, his catalog, his price list, 
may change from season to season, or 
even from day to day. The only con- 
stant the salesman has to sell is the in- 
tegrity and continuity of the institution 
he represents! 

For that matter, what else has the per- 
sonnel director to sell, in his quest for 
key executive, research and operating 
people? Or the development man, the 
purchasing agent and the market re- 
search man, in their search for priority 
in new products, new materials and new 
markets? The integrity of the institution 
is the basic negotiable asset of the cor- 
poration, and the annual report is the 
one publication that tells an integrated 
story. 

The annual report deals with the fis- 
cal year just closed, but its target is the 
future! 

Extended coverage, carried to its log- 
ical limits, will place the annual report 
in the hands of all who can or do con- 
tribute to the corporation’s support and 
welfare. The contributions are incessant, 
and in total they endow the corporation 
with its going-concern values. For this 
reason, the four quadrants of the polar 
chart, Figure I, are hooped with a circle 
bearing a legend, “TOTAL INSTITUTIONAL 
VALUE.” 

More often than not, when control of a 
trading corporation is at stake, access is 
sought not to “tangible” assets but to in- 
stitutional values: managements, markets, 
brand names, operating skills, and often, 
access the seasoned securities afford to the 
investment markets. As the extended cir- 
culation operates to protect institutional 
values, it also promotes the welfare of the 
corporation as an institutional entity. 


BUILDING THE ANNUAL REPORT 
The bench marks that guide the archi- 
tects of the annual report are three: 
1. This year’s readership 
2. Last year’s annual report 
3. Management’s forward plan and pro- 
gram 
Figure II identifies the primary reader- 
ship of the annual report, the franchised 
shareholder. Figure III identifies the au- 
dience that is most influential with the vot- 


THE CONTROLLER * NOVEMBER, 1954 





ing shareholder, the investment middle- 
man. To summarize total initial circula- 
tion, Figure IV is printed herewith. 

Taken together, these exhibits clearly 
show that the report must be edited for 
easy and complete comprehension by the 
lay reader, and also that the facts must be 
marshalled, projected and interpreted in a 
way that will supply the needs of the pro- 
fessional security analyst, and stand up un- 
der his most searching probing. 

The challenge is great, but so is the op- 
portunity. The total skills and talents of 
the issuing organization must be brought 
into play, and very early a printer who 
knows his business must be brought into 
the situation. 

The building of this year’s report starts 
precisely where last year’s left off. The 
chief value of the report lies in continuity 
and consistency of sponsorship, evalua- 


tion, interpretation and reporting. The 
board of directors, the executive commit- 
tee, the chief executive, as sponsors, must 
make final determinations. But the staff 
must make initial selections of raw mate- 
rials of the report, with due consideration 
of what has been reported before, what 
will meet the needs and interests of this 
year's readership, and what management 
plans for the future. 

Who shall contribute to the content of 
the annual report? Every responsible head 
of every important department or major 
activity! The contributions should be 
amassed, evaluated and processed in the 
controller’s department. Ideally, there will 
be such a wealth of material that keen 
competition or inclusion will ensue. Then 
only the most appealing material will ever 
see print, and, with space at a premium, 
surviving contributions will be developed 
for maximum reader impact. 


Every edition of the annual report will 
include certain standing matter, or “boiler 
plate.” These are the data of identifica- 
tion: name and address of the corporation, 
roster of officers and directors, listing in- 
formation, transfer agents, and the like. 
Then there are the data that give the re- 
port its value to the reader in measuring 
the financial progress of the corporation 
on a comparative basis: the financial ex- 
hibits and notes covered by the opinion of 
the independent auditors. Taken together, 
these, and not the detailed format of pre- 
ceding reports, supply the essential thread 
of continuity. 

The lore of the corporation, and de- 
tailed knowledge of plans for the future, 
will be the chief guide in selecting poten- 
tial raw materials for the report. If the cor- 
poration has taken a giant stride in the 
year under review, so might the develop- 

(Continued on page 536) 


FIGURE IV—GEOGRAPHICAL DISTRIBUTION OF SHAREHOLDINGS 


The data for Registered Representatives of National Associa- 
tion of Securities Dealers and for the Brookings Estimate of 
Shareholdings have been taken from the INVESTMENT Deal- 


N.A.S.D. 
Registered Reps. 
5-31-54 


No. 

District #1 

Idaho, Oregon, Washington 
District #2 

California, Nevada 
District #3 

Arizona, Colorado, Utah, 

New Mexico, Wyoming 
District #4 

Minnesota, Montana, 

No. Dakota, So. Dakota 
District #5 

Kansas, Missouri (West), 

Oklahoma 
District #6 

Texas 
District #7 

Arkansas, Missouri (East) 
District #8 

Illinois, Indiana, lowa, 

Michigan, Nebraska, Wisconsin ... 
District #9 

Alabama, Florida, Georgia, 

Leuddonn, Micdadesl. Sé. 


589 





Carolina, Tennessee 
District #10 
Kentucky, Ohio 
District #11 
Dist. of Columbia, Maryland, 
No. Carolina, Virginia, 
West Virginia 
District #12 
Delaware, Pennsylvania 
District #13 
Connecticut, New Jersey, 
New York 
District #14 
Maine, Massachusetts, Vermont, 
New Hampshire, Rhode Island .... 


TOTALS 


*To accommodate the NASD’s geographical breakdown of Missouri be- 
tween Districts 5 and 7, and give each district its proportionate share of the 
Brookings total for the entire state, the Brookings figures on total sharehold- 
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BROOKINGS 
Estimate of Share- 
holdings 12-31-51 
% (000 % 

of Total 


omitted) of Total 


1.69 578 1.93 


9.95 9.95 


2.34 
2.01 


4.59 
2.59 


1.35 


4.08 1,834 


7.63 3,318 


35.42 8,311 


8.79 


99.647 


10.50 2,621 


100.00 29,712 


ings in Column 3 and 
arbitrarily according to 


ers’ DIGEST for August 9, 1954. This magazine, published at 
150 Broadway, New York 38, N. Y., is recommended reading 
for all who are concerned with shareholder relations activities. 


Number of 


Number of 
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percentage of total in Column 4 were broken down 
ratio of number of NASD members in each district. 


+ Balance of .36%, territories and possessions. 
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ment of the report. More importantly, if 
the corporation is poised to take a giant 
stride this year, or the next, the report 
should anticipate the move and prepare 
the reader for it. While necessarily based 
on things past, the annual report is first 
and last concerned with the future. At its 
maximum development, the annual report 
is the herald of things to come. 


DEVELOPING THE FORMAT 

A simple rule-of-thumb, if faithfully 
followed, can lead to success in the publi- 
cation of the annual report. To state the 
rule is easy ; to follow it is one of the hard- 
est tasks of the business year. As para- 
phrased from the architect's original, the 
rule is: Format follows function! 

The annual report comes into being 
through the facilities of the graphic arts 
industries. But its function is mot to win 
accolades for itself as a triumph of these 
indispensable arts. Its true purpose is to 
win and hold the esteem and support of all 
who do or can contribute to the welfare of 
the corporation. 

Selection of the matter to be included in 
the report, it has been proposed, should be 
under the guidance or, at least, the mod- 
eration of the controller. In his role as 


chief of staff, he amasses the materials of 
the report; in his role of chief architect he 
oversees the design and building of the 
structure. 

Determination of the manner of pres- 
entation, it is now proposed, is in the 
province of the advertising-public rela- 
tions staff, but still under the direction of 
the controller. Presentation is deemed to 
include not only the manner of dress of 
the report, but also the manner of its cir- 
culation and exploitation in the prosecu- 
tion of the shareholder and public rela- 
tions programs of the corporation. 

It is, then, the responsibility of the ad- 
vertising-public relations staff to present 
all data, whether in narrative, tabular, 
statistical or graphic form, in terms that 
will be understood by the reader, and that 
will tend to persuade him of the excellence 
of the performance reported, and of the 
merit of the developments planned. 

The controller, along with his primary 
responsibility to produce the data to be de- 
veloped into the report, logically has the 
final responsibility to see that the report in 
final proof form is accurate to the last 
decimal point, and precisely expressive of 
the attitudes and policies of the respon- 
sible management. 


FIGURE V—THE FORMAT OF THE ANNUAL REPORT 


Content: 
Text and Tables Only 
or 
Text, Tables and Illustrations 
If Illustrated: 
Maps 
Charts 
Drawings 
Paintings 
Photographs 
of 
Plants 
Offices 
Officers 
Directors 
Employes 
Dealers 
Others 
Products: 
a. In Process 
b. In Use 
c. Catalog Cuts 
Reprints of Advertisements 
Trade Marks 
Page Size: 
8%" x 11” 
Other 
Color Scheme: 
Black 
Black and Second Color 
Full Color 
Printing Process: 
Letterpress 
Lithography 
Combination 
Other 


Paper: 
White 
Antique 
Bond 
Ledger 
Tinted 
Combination 
Coated 
Cover: 
Self 
Other 
Binding: 
At Smaller Dimension 
At Larger Dimension 
Type of Binding: 
Wirestitched 
Mechanical 
Sewn 
Case 
Envelope or Container: 
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Color Scheme: 
Black 
Black and Second Color 
Full Color 
Paper: 
White Wove 
Tinted 
Manila 
Kraft 
Style: 
Gummed Flap 
Postage Saver 
Clasp 


Will proxy statement and proxy be mailed 
separately, or with annual report? 
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The building of the dummy is the joint 
effort of the controller and the advertis- 
ing-public relations staff. At the first con- 
ference, the controller should have in at 
least tentative form the data provided by 
Figures I, IlI and IV. The public rela- 
tions man should have a check list similar 
to that suggested in Figure V. 

It is in this joint effort of building the 
working dummy that the controller's de- 
partment and the advertising-public rela- 
tions departments get together. Public re- 
lations looks at the corporation from the 
outside in, from the reader's point of view; 
the controller looks from the inside out, 
from management's point of view. The 
point of contact, the common working 
tool, is the working dummy. 

The controller’s concern will be with 
the basic content, and with overriding 
policy considerations, while the public re- 
lations man will represent the intended 
readership. When the joint product is pre- 
sented to the responsible directors and ofh- 
cers, it is the responsibility of the control- 
ler to alert them to changes within the 
corporate situation, and especially in the 
area of control, and of the public relations 
staff to interpret to them secular changes 
that may operate to change the tenor, if 
not the content, of the report. 

Once the dummy and the program for 
the exploitation of the finished report are 
approved by the board, the public rela- 
tions man should take over, and proceed 
with the production of the report. But 
with this proviso: the final page proofs 
shall be approved by the controller. 


GETTING OUT THE VOTE 


Voting shareholders receive the annual 
report and the proxy statement and proxy. 

The annual report may be mailed in ad- 
vance of, or in a package with, the com- 
plementary documents of franchise. 

When separate mailings are made, the 
benefits of the “one-two” punch may be 
realized. The first impact is that of the an- 
nual report, which is analogous to the 
campaign ‘“‘literature’” of the political 
canvass. The second impact is that of 
proxy statement and proxy, which is simi- 
lar to the ballot in that the issues to be 
voted upon are briefed, and a means is 
provided to vote. 

Too often corporations carry the politi- 
cal analogy too far. They “shoot the 
works” on the campaign literature (the 
annual report), and then follow through 
with the sleaziest of proxy literature. Like 
a political ballot, the proxy material is 
utilitarian, rather than functional. When 
this happens the impact of the annual re- 
port, far from being aggrandized by the 
follow-up mailing, may be totally dissi- 
pated. 

Annual report, proxy statement and 
proxy may be likened, with greater fe- 
licity, to the avid golfer who totes a 
“matched” set of clubs. These documents 
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represent the drive, the approach, and the 
pin in the never-ending struggle to beat 
par, or at least reduce the handicap. From 
beginning to end the physical dress of 
these three complementary documents 
should be the product of the advertising- 
public relations staff. 

In this concept the proxy statement has 
the benefit of the same creative talents that 
are lavished on the annual report itself. 
Like the annual report, the proxy state- 
ment is functional. It should be set in 
readable type, and use to the utmost the 
art of the typographer in ‘‘staging”’ salient 
points. It should be printed not on “legal” 
paper stock, but on “advertising” quality 
paper stock. Preferably the proxy state- 
ment will include a photograph of each 
candidate on the slate, accompanied by a 
brief and pertinent biography. 

The use of photographs on the proxy 
statement goes a long way to gain support 
for the election of person, as distinguished 
from “names.” Look back only five years, 
and consider what monochrome TV has 
accomplished in the political arena. Look 
ahead only five years, and consider the po- 
tential and probable impact of color tele- 
vision. Is color out of place on the proxy 
statement and proxy? The contrary is true. 
Used functionally, not decoratively, color 
will pay for itself in lower cost per vote in 
normal years, and may well spell the dif- 
ference between success and failure in a 
sharply contested election. 

As to the proxy itself, let the design 
come from that member of the advertising 
staff who has had the greatest success in 
sending out and getting back duly exe- 
cuted and signed business reply cards 
from the corporation's regular sales pro- 
motion. He knows from experience how 
to show the stockholder what to do, and 
he knows how to devise easy ways for him 
to do it. 

Once the annual report, proxy state- 
ment and proxy are in being, the canvass 
of shareholders should be entrusted to the 
advertising-public relations staff. The pur- 
pose of the operation is to get action—in- 
dividual action, immediate action, from a 
mass canvass. The skills needed are not to 
be found in protection-minded places like 
law offices, but in promotion-minded 
places like advertising-public relations de- 
partments! 

One of the first concerns of the public 
relations man is ¢#ming. He wants to get 
the jump on the situation, and stay ahead. 
He is at his best when 4e can control the 
tempo of the canvass. Too often he is 
hamstrung by the closeness of the date of 
the annual report to the date of the annual 
meeting. Management, through the good 
offices of the controller, should provide 
ample time for the distribution of the re- 
port, for the mailing of the proxy state- 
ment, and for the return of the proxy. 
Usually this entails nothing more than the 
amendment of the by-laws. The situation 
(Continued on, page 538) 
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can become acute when a contest develops, 
or even in periods of tranquillity, when a 
large number of votes are in the hands of 
nominees and of temporarily absent vot- 
ers. Once a jam develops it is too late to 
change the ground rules; the emergency 
must be anticipated and timely correction 
effected. 


THE ROLE OF THE CONTROLLER 


As the process of building the annual 
report gets under way, the controller ap- 
pears on stage as chief of staff. He rallies 
the total resources of the organization to 
the task of amassing the raw materials, 
and in defining policy to determine their 
availability and value. As chief architect of 
the annual report and proxy statement he 
defines objectives and designs the basic 
structure in terms of function. Satisfied 
with the product, he calls upon the adver- 
tising-sales promotion department to pro- 
vide the package and the plan and pro- 
gram of promotion. Together with the ad- 
vertising-public relations staffs, he helps 
develop the working dummy, and together 
they obtain the imprimatur of the board 
of directors on the construction, packag- 
ing and promotion program. His has been 
the function of getting singleness of 
meaning and purpose into the total op- 
eration; his has been the function of in- 
tegration! 

The annual report thus brought into be- 
ing is not an expense, but an investment. 
Every successful canvass of the sharehold- 
ers, every successful annual meeting of the 
shareholders, adds its increment to total 
institutional value. 

But other and sometimes even greater 
values remain to be realized. These values 
are derived from the extended circulation 
of the annual report to all who do or can 
contribute to the welfare of the corpora- 
tion. 

The prime cost of publication of the an- 
nual report is properly allocable to the ful- 
fillment of its primary function, which is 
to redeem the corporation's obligation to 
service its outstanding securities. The unit 
cost of additional copies of the annual re- 
port used in general promotion is then 
merely the cost of printing and circulating 
the number of copies over and above those 
distributed to the shareholders and to the 
investment middleman. 

There is no other publication than the 
annual report that is either as effective or 
as economical to use as the basic document 
of the year-round public relations pro- 
gram. 

The functionally designed, promotion- 
ally exploited annual report is the most 
important single document issued by any 
corporation in any normal fiscal year. 

And it is the supreme product of the 
principle of controllership, and the finest 
fruit of the function of controllership! 
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Reviewed by E. STEWART FREEMAN 


This is a scholarly, well-organized and 
carefully documented history of the de- 
velopment of factory cost accounting. It 
includes 353 pages of text, 42 of reference 
notes, 13 of selected bibliography, and 12 
pages of index. The text and notes are 
divided into 103 pages of two chapters on 
the general history from 1318 to 1885; 
151 pages of a long chapter on indirect 
costs; 131 pages of eight chapters cover- 
ing the origin and development of (3) 
Raw Material Costs, (4) Direct Labor 
Costs, (6) Integration of Cost and Finan- 
cial Records, (7)  Interdepartmental 
Transfers, (8) By-Product Costs, (9) Ac- 
counting for Waste and Scrap, (10) In- 
ventory Valuation, and (11) Process and 
Job Order Costing; and ten pages of a 
12th chapter setting forth the a fb 
and inductions of the author. 

Cost theories and practices, he tells us, 
have evolved as part of the industrial en- 
vironment. While the origins of industrial 
record keeping are lost in antiquity, the 
need for cost accounting really began 
when capitalistic processes of production 
began to be substituted for domestic en- 
terprise. Early examples of this are found 
in the 14th, 15th and 16th century records 
of maritime ventures and of such capitalist 
families as the Del Bene and Medici of 
Florence and the Fuggers of Austria. 

In England interest in costs began with 
the restoration of peace after the Wars of 
the Roses. Until then, manufacturing had 
been confined to the larger cities where its 
prices and activities were closely regulated 
by the guilds. Thereafter, many cloth man- 
ufacturers moved to country villages 
where they had to compete not only with 
the guilds but also among themselves. Yet 
as long as industry remained compara- 
tively simple and the management units 
were small very little in the way of cost 
accounting was required. 


Some increase in demand came with the 
Industrial Revolution of the late 18th cen- 
tury but more came with the rapid growth 
of heavy industry after the Napoleonic 
wars. Buyers required bids and bidding re- 
quired estimates of costs. This led to the 
development of job order costing. All the 
controversies concerning the allocation of 
indirect cost to jobs—whether or not to 
include interest as a cost, profit on unfin- 
ished contracts and the codrdination of 
the cost and financial records—can be 
traced back to this period. As industrial 
chemistry gained a foothold the problems 
of joint costs and by-products were added. 
The extension of railway systems involved 
practically all costing problems, including 
those of depreciation, heavy overhead ex- 
penses, ~e costs, joint costs and the con- 
trol of far-flung enterprises. 

Theories and techniques are likely to 
make their first appearances long before 
they become common knowledge and even 
longer before they are extensively used. 
The more progressive firms that evolved 
costing methods suited to their own needs 
kept them secret. Custom was against di- 
vulging any information that might be of 
help to competitors. Even though factory 
technology was making rapid progress be- 
tween 1820 and 1885 there were practi- 
cally no public contributions to cost ac- 
counting during that period. 

Between 1887 and 1899, however, at 
least three noteworthy treatises on the 
theories and techniques of cost account- 
ing appeared in England. In the United 
States one book was published in 1885 but 
there was nothing comparable to the Eng- 
lish treatises until the decade 1900-1910. 
By the end of this period the United States 
had forged ahead and by 1925, when this 
history ends, cost accounting had fully 
evolved. Since then the practice of cost 
accounting has spread, more efficient 
methods of compiling the figures have 
been developed, and many excellent trea- 
tises have been published; also fashions 


* Published by University of Alabama Press, University, Ala. $6.50. 
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have changed from time to time (e.g., 
LIFO and direct costing) but very little of 
an original nature has been contributed. 

The techniques for handling indirect 
costs, variously known as oncost, loading, 
expense, overhead and burden, naturally 
took longer to reach maturity than that for 
the more direct costs. Interest in indirect 
costs developed as they became an increas- 
ing part of the totai cost. Fixed and vari- 
able costs were recognized as early as 
1862, allocation to production centers was 
discussed in 1901, and standard overhead 
rates in 1908. 

This book is one which controllers 
should have in their libraries for reference 
and for the education of their assistants. It 
will help to give perspective to the 
younger men. Before it goes into the li- 
brary, the controller himself should look 
it over, especially the first two and the last 
chapters. 





Conference Booklets 


Papers presented at the 23rd Annual National Confer- 
ence of Controllers Institute of America, recently held in 
Chicago, October 11-13, 1954, will be incorporated in two 
new booklets on the following subjects: 


THE CONTROLLER REPORTS TO MANAGEMENT .. . $1.00 


“Communicating Financial Information to Top Management” — 


Karl H. Rudolph 


“Reports to Management on Finances—Cash Position and Cash 
Forecasts'’—Clayton E. Rogers 


“Reports to Managemert on Capital Expenditures, Proposed, In 
Process, and Completed’’—John H. Fennema 


“Reports to Management on Sales Including Sales Analysis’’- 


John B. Taylor 


“Reports to Management on Manufacturing Costs’ —William J. 


Smith 


“Reports to Management of Labor Costs for Labor Negotiation 
Purposes’’—Peter M. Chiuminatto 


OTHER BOOK ENTRIES 


AMA CORPORATE TAX SUMMARY OF 
THE 1954 INTERNAL REVENUE CODE. 
By William M. Kunstler. American 
Management Association, 330 W. 42nd 
St., New York 36, N. Y. $2.75. 





New REVENUE CODE OF ’54 EXPLAINED. 
Commerce Clearing House, Inc., 214 
N. Michigan Ave., Chicago 1, lll. $2.00. 


Cost ACCOUNTING TEXT, PROBLEMS, | 
AND Casés. By Clarence B. Nickerson. 
McGraw-Hill Book Company, 330 W. | 
42nd St., New Ycrk 36, N. Y. $7.00. | 


PROFIT AND Loss BUDGETING. A Case | 


Study of Three Manufacturing Com- | 
panies. By W. D. Knight. University of | 


Wisconsin, Bureau of Business Re- | 


| 


search and Service, 404 Sterling Hall, 
Madison 6, Wisconsin. $1.15. 








Off press about December 1 | 


IMPROVING PROFIT THROUGH COST CONTROL .. . $1.00 | 


“Research and Development’’—Dr. Fred Olsen, John W. Glad- 


son and C. B. E. Rosane 


“Organizing a Profit Improvement Program’-—-George W. 


Chane 


“Cost Control in the Electrical Manufacturing Industry’ — 


Leon C. Guest, Jr. 


Off press about January 1 
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Depreciation Allowances and Production Costs 


(Continued from page 518) 


ing the tp 2 method of determining 
the charge for production facilities. As 
so often happens, there is no answer to 
a question which has been put in the 
wrong manner. Once it is recognized 
that the same rules prevail for the cost 
of all input factors, then the old prob- 
lem simply disappears. 

Like other input factors, the cost of 
facilities is determined by current con- 
ditions to keep the enterprise in profit- 
able production.* Under a lease or lease- 
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back arrangement as discussed above, 
the rental charge will be set automati- 
cally in such a way as will enable the in- 
vestor to recover or maintain his invest- 
ment plus a return in line with market 
conditions. From the standpoint of the 
manufacturer-lessee the rental will repre- 
sent a cost based on current conditions 
like the cost of the other input factors. 

It may be argued that the proposed 
method may operate satisfactorily under 
the special conditions of a lease but 
would not be suitable for ‘‘normal” ones 
when owner and operator of the facili- 
ties are legally identical. This dilemma 
could be solved readily by making it an 
accepted practice to set up separate legal 
entities for the owner (the real estate 
company) and the user (the operating 
company). Such a procedure has been 
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followed by many companies for a long 
time. But this method, though easy to 
apply, is not essential. The new tech- 
nique is practicable even when owner and 
user are identical. Only slightly modifi- 
cations of present — are needed 
as will be shown below. 


FACTUAL VS. ESTIMATED DATA 

We are now ready to tackle the cen- 
tral issue of our problem, namely the 
method of determining the current cost 
to be charged for the use of facilities in 
production. But as a preliminary, a brief 
discussion of the significance of esti- 
mates in accounting will be helpful. 

Many prominent accountants still 
think of their profession as a technique 
to accumulate and classify what they 
consider factual data. They frown upon 
estimates which they believe would tend 
to endanger the objectivity and general 
acceptability of accounting data and 
statements,? 

They will concede that estimates are 
indispensable in some instances but they 
will do their best to surround them with 
all sorts of safeguards to minimize as 
far as possible the threatening dangers. 
They look with disfavor and even dis- 
gust upon the ever-increasing use of esti- 
mates by accountants in the fields of 
budgets, standard costs, profit planning 
and other similar management tech- 
niques. 

Yet a decision is unavoidable. Either 
accounting method will be restricted to 
the recording of actual historical data, 
with all their limitations for managerial 
uses, or applicability for managerial pur- 
poses will be considered a paramount 
aim of modern accounting. Then appro- 
priate techniques including estimates 
will be required on a substantial scale. 

Accountants are working with a rigid 
scheme of allocating the original cost of 
facilities over time periods which not 
they but engineers have estimated. This, 
in their opinion, assures faithful ad- 
herence to their fundamental principles 
and excludes estimates at least from 
their own computations. But it has been 
proven time and time again that no satis- 
factory solution of our basic problem is 
feasible on such a shaky foundation. In- 
deed, techniques are essential which are 
less restricted but are based on a realistic 
and practical attitude. 

There is need for recognition that 
decisions regarding the methods for allo- 
cating the cost of facilities are not a 
matter of formal arithmetic but one of 


* In economic terminology, this can be identi- 
fied with the principle of maintaining the in- 
vestment in physical terms before earning a 
profit. The methods now in use tend to frus- 
trate this basic principle. This has been widely 
recognized but is still opposed by many leading 
accountants. 

* The obvious preference for cash outlay trans- 
actions over accruals is a significant indication of 
this way of thinking. 
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managerial judgment. All management 
decisions depend on estimates to a greater 
or lesser extent; for they are concerned 
with future events and no mortal being 
has any complete inside information 
about these events. 


FUTILE ATTEMPTS OF 
RIGID PREDICTIONS 

The origins of the accounting doc- 
trine whereby final decisions regarding 
the number of time periods for allocat- 
ing the original cost of facilities have 
to be made at the time of their acquisi- 
tion would be a worthwhile subject for 
research. This odd doctrine reflects the 
idea of objectivity and certainty which 
is so fundamental to accounting philoso- 
phy and method. But unfortunately ap- 
plication of that principle in this in- 
stance is quite unrealistic. Obviously it 
is contrary to all practical experience. 
For how is it conceivable to predict 
without qualifications the “useful life” 
of facilities for many years ahead ? 

Efforts have been made to support 
that method by developing data on an 
“actuarial basis.’” There have been sta- 
tistical studies of the actual “‘lives of fa- 
cilities” similar to those of “human 
lives.”"’ How can such a procedure be ac- 
cepted as valid and significant under an 
economic system which takes pride in 
its flexibility as well as its constant ten- 
dency for improvement and change? 

What does it really mean to determine 
that a number of plants have used a cer- 
tain type of machinery for an average 
number of years over the last 20 or 30 
years? Does it furnish any useful indi- 
cations of what companies are going to 
do in the more distant future with dif- 
ferent types of machinery, under differ- 
ent economic conditions and on the basis 
of different managerial philosophies and 
practices? The answer can only be in the 
negative. And yet, here is the very pro- 
cedure which has been dominant for 
many years. 

It is surprising how such a method 
could survive without any serious chal- 
lenge. Whatever attacks have been made 
were directed against particular unfa- 
vorable effects rather than against the 
principle itself. But we must discard it, 
to clear the ground for a more satisfac- 
tory solution of our problem. There 
must be a realistic approach toward ex- 
isting conditions and the need of indus- 
trial management for data which are not 
only formally accurate but which can 
make useful contributions to the tasks 
which management is called upon to 
perform. 


ESTIMATED RENTAL CHARGE 
FOR OWNED FACILITIES 
It was explained before how substitu- 


® These studies have provided the foundation 
for the “lives” presented in the famous “Bul- 
letin F’ of the U.S. Treasury, which, though 
officially merely advisory, has become the Bible 
for the practitioners in the field. 
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tion of rental arrangements for owner- 
ship tends to make possible a construc- 
tive approach to our problem. Now it 
will be shown how this first step leads 
to an improved method of determining 
the amounts which are to be charged 
currently as a cost for use of the pro- 
ductive facilities. 

If we assume that all these facilities 
are leased, their owners will charge a 
rental which will be the cost for their 
use to be borne by the operating com- 
pany. This would be a current (say 
monthly) cash outlay and thus as ob- 
jective a charge as accountants could de- 
sire; it would be one of the current costs 
of production. 

If the facilities are owned, there is no 
current outlay. But we can make an as- 
sumption and estimate what the charge 





NOW-STAPLE 


would be if the owned facilities were 
rented. The amount so. determined 
would represent the current cost of hav- 
ing the facilities available for use in pro- 
duction. Every unit of product com- 
pleted would have to bear its proper 
share of this cost like that of every other 
cost of manufacturing. 

Obviously, such amount would have 
to be an estimate. But it would be based on 
realistic assumptions and conditions. It 

(Continued on page 544) 
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will be at least as objective in a practical 
(not merely in an arithmetical) sense as 
the method generally in use at the pres- 


| ent time and probably much more so. Of 


course, detailed procedures will have to 
be worked out on how to arrive at the 
proper estimates. This would not pre- 
sent insuperable difficulties, though. 
Quotations are currently available for 
rentals of various types of manufactur- 
ing equipment. 

The techniques for developing those 
quotations would have to be refined. 
Conceivably, special committees may be 
organized to set up standards of pro- 
cedures and review existing quotations 
as to fairness. Those committees may in- 
clude representatives from both buyers 
and sellers, trade — and perhaps 
government officials from statistical and 
revenue departments. Special commit- 
tees could study various types of facili- 
ties, regional differences and other pe- 
culiar conditions.® 

The committees would publish peri- 
odic schedules of rental charges 
(monthly, quarterly, annually as the 
need may be). These data may be used 
by industrial accountants for computing 
the charges for use of productive facili- 
ties. 

Proper consideration of the volume 
factor can be achieved in various ways. 
A closer connection between cost (of the 
lease) and volume would be the natural 
result of more flexible lease arrange- 
ments which would take into considera- 
tion the actual use of the facilities. It is 
not essential that a detailed count of the 
production volume be made though this 
would be feasible and practical in vari- 
ous instances. 

A technique widely used is to distin- 
guish between a basic and a flexible 
charge where the latter reflects the use 
factor. This, in turn, is correlated with 
the volume of production. Such arrange- 
ments are standard practice of public 
utilities. Also similar ones are frequently 
used in leases of retail or service estab- 
lishments when an additional rental has 
to be paid which represents a percentage 
of sales or profits. 

Thus it appears that there is ample 
room for various kinds of arrangements 
which will provide for due consideration 
of the volume factor. In contrast, the 
present techniques which are related to 
time do not permit any leeway. 


* A sort of precedent may be found in a pro- 
cedure set up several years ago whereby the U.S. 
Department of Labor Statistics determines peri- 
odically price changes for major classifications 
of goods sold in department stores. These data 
are used by the stores to adjust their LIFO in- 
ventories and are accepted by the Internal Rev- 
enue Service as a basis for adjusting inventory 
valuations. 


The very important gains resulting 
from the greater flexibility of the facili- 
ties charge for purposes of managerial 
control and planning are readily appar- 
ent but cannot be discussed here. 


ADVANTAGES OF THE NEW METHOD 
Substantial improvements of account- 
ing information for managerial pur- 
poses will be derived from = perens 
new method. The following advantages 
may be mentioned in this connection: 

1. Elimination of the present double 
standard for cost determination whereby 
the cost of using productive facilities is 
computed, in contrast to the cost of 
other input factors, on a_ historical 
rather than on a current basis. 

2. Step #1 would eliminate the prob- 
lem of original cost versus replacement 
cost. What would be charged out under 
the new method would be kept by the 
owner at a level which will be in line 
with replacement cost as a matter of his 
self-interest to protect his investment. If 
a facility needs replacement, the rental 
charge may well change at the same 
time. This may be the result of acquisi- 
tion of a different type of that facility or 
merely of market conditions. 

For financial accounting purposes, the 
cost of acquiring the replacement facil- 
ity, if any, would still be shown as an as- 
set. But the financial accounting method 
would have no effect on the cost account- 
ants’ computations.1° 

3. The problem of how to deal with 
the effects of monetary fluctuations 
when computing depreciation charges 
would disappear. This issue has created 
deep-seated divisions among the experts 
without hope for reconciling their dif- 
ferences. Rental schedules would now be 
based on current conditions and, there- 
fore, there would be no immediate con- 
nection with historical cost data. 

4, Engineers would not have to pro- 
duce firm estimates for many years ahead 
as a basis for determining the “useful 
lives” of facilities. These estimates 
would no longer be needed for account- 
ing purposes of determining income and 
cost data. Estimates of a facility's use- 
fulness in connection with planning ac- 
tivities would have equal significance 
with other kinds of estimates made for 
such purposes. 

5. The present confusing situation of 
having available a number of alternative 


The problem of providing the necessary 
cash to pay for the new facility is completely 
separate from, although often mixed up with, 
that of computing cost and determining income. 
It is a management problem and not an account- 
ing problem. It is one of the management re- 
sponsibilities to decide how to satisfy the fi- 
nancial requirements for replacement and ex- 
pansion projects. 
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methods leading to different results 
would disappear. There would be only 
one method in use which could be ex- 
plained easily to management and other 
interested groups. 

6. A practical method of using the 
volume factor for computing the cost of 
facilities which is not available in the 
present technique. There would be far- 
reaching enalichal effects on manage- 
ment planning and control activities. 


THE TAX ANGLE 

A deliberate effort has been made up 
to this point to exclude tax aspects in 
considering problems of determining 
the cost of facilities. This may be sur- 
prising in view of the close correlation 
of the two factors in almost all discus- 
sions of the problem. There is no denial 
of this as a practical proposition. Taxes 
have increased so much that business de- 
cisions cannot be made without close at- 
tention to related tax problems. However, 
there is no fundamental correlation in the 
sense that no analysis of our problem 
can be undertaken without constant con- 
sideration of tax effects. This must be 
spelled out as clearly as possible in view 
of the fact that the opposite view is so 
widely held. 

The problem of correctly computing 
production costs (of which the cost of 
facilities is just one) is a real one and 
needs to be solved even if there is no in- 
come tax. Therefore, an analysis should 
be undertaken which purposely disre- 
gards the tax angle to bring out the sali- 
ent features of the principal problem. 
Only after this has tees accomplished 
should the tax angle be introduced to 
make the study more realistic for prac- 
tical applications. Otherwise, the anal- 
ysis will have little meaning to the in- 
dustrial executive and the professional 
expert. 

It goes without saying that the new 
method suggested here for determining 





and applying the cost of facilities is not 
in accordance with the present regula- 
tions and practices of the Internal Rev- 
enue Service. However, it is not incon- 
sistent with the provisions of the Internal 
Revenue Code which merely authorizes de- 
preciation as a deductible expense with- 
out any restrictions regarding the 
method of computation. 

Yet the mere fact that the arbitrary 
practices of the Internal Revenue Serv- 
ice disagree with the new and forward- 
looking developments in the field, is no 
excuse for industrial executives and in- 
dustrial accountants to refuse adoption 
of those practices in connection with 
their internal cost computations and stud- 
ies. They ought to go ahead and apply 
the most useful and significant methods 





regardless of the position of the Internal | 
Revenue Service. Indeed, this is the prac- | 
tice of numerous industrial companies | 


though certainly not that of a majority. 
The cost of keeping some additional rec- 


ords for tax purposes will be insignifi- | 
cant in comparison with the benefits ac- | 


cruing from a sound method of compu- 
tation. Of course, continuous 
should be made to have the interpreta- 


efforts | 


tions of the Internal Revenue Service | 


liberalized in conformity with the realis- 
tic principles of cost determination. But 
it would be foolish to wait with folded 


hands until such improvements, which | 


depend primarily on political considera- 
tions, actually materialize. 


In recent years, tax depreciation has | 


been used for numerous purposes which 
may be beneficial as such but have noth- 
ing to do with the correct computation 
of facility cost. 

In this country, accelerated amortiza- 
tion was introduced originally as an in- 
centive for private industry to construct 
facilities which the Government consid- 
ered important for defense production 
and related services. More recently, this 


(Continued on page 546) 
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ufacturing and PRE-TESTING insure clean, 
legible, perfectly registered copies — so 
accurate they can be run unattended if 
desired. American Lithofold’s custom de- 
signs save costly time and eliminate 
unnecessary operations. 
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] Baltimore Business Form 
takes the place of 5 


Recently, a large retail chain had a 
costly problem. They handled five 
different types of sales, with five differ- 
ent forms, each of which had to be 
followed through multiple operations. 

Management discussed their problem 
with Baltimore Business Form experts. 
Together they designed and produced 
one Form—readily adaptable to other 
types of stores—that could be used for 
all sales, and could be easily followed 
through all voucher processing. Result: 
Time and money saved in both selling 
and office operations. 


WHAT’S YOUR PROBLEM? Since 
1916, Baltimore Business Form’s design 
and manufacturing experts have solved 
countless problems in serving over 
60,000 of the nation’s leading business 
houses. Their wealth of experience in 
designing forms to fill specific require- 
ments ideally qualifies them to help 
you. Remember, often a single sug- 
gestion may save hundreds. . . even 
thousands . . . of dollars for your com- 
pany. So, write us for help in solving 
your business forms problems. 


BALTIMORE BUSINESS FORMS 


Saving time and reducing costs in business and industry 





The Baltimore Salesbook Company 


The Baltimore Salesbook Company 


3140 Frederick Avenue—Baltimore 29, Maryland 
We are interested in seeing samples of Baltimore Business Forms. 








Depreciation Allowances 


and Production Costs 

(Continued from page 545) 

provision has been used to promote the 
construction of facilities in more remote 
areas and to assist areas with a pool of 
long-term unemployed. 

In countries of the British Common- 
wealth changes in the so-called initial 
allowance have been used as a device for 
influencing business cycle fluctuation by 
increasing the allowances when there 
was a surplus of resources and reducing 
it as a means to curtail investment in new 
facilities. 

These measures may or may not ac- 
complish the desired effects. But cer- 
tainly, they have no relationship to 
proper methods of cost computations. 
In the circumstances, continuation of the 
widespread practice of considering tax 
depreciation automatically as the equiv- 
alent of a correct charge for the use of 
productive facilities will become less and 
less practical. Many business executives, 
unfortunately, sincerely feel that to de- 
viate from this traditional practice would 
be wrong or even illegal.1! Everything 
possible should be done to clarify this 
situation and to explain that there is no 
necessary correlation between those two 
methods of computing the cost of using 
productive facilities. 


CONCLUSIONS 

Our analysis has indicated that depre- 
ciation methods in current use are not 
adequate to reflect the true nature of the 
charge which represents the cost of us- 
ing facilities and services in industrial 
production. No satisfactory methods of 
computing that charge are feasible un- 
der the present assumptions. They have 
to be modified to make way for a better 
method built on more realistic founda- 
tions. This new method will dispose of 
some long-standing problems which 
cannot be solved under the present 
set-up. Substitution of the lease arrange- 
ment for ownership of facilities pro- 
vides the key for working out a sounder 
method which should satisfy existing re- 
quirements. Further improvements may 
be made in the future once sufficient ex- 
perience has been gained with the new 
method. 

“The writer remembers one well-known and 
progressive financial executive exclaiming in- 
dignantly: “You won't expect me to keep two 
different sets of books,” when he was asked 
about his company’s method of computing de- 
preciation. This shows the strength of feelings 
even among forward-looking executives regard- 
ing the need for using only one method for com- 
puting depreciation. 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH STREET ATLANTA 


PHILADELPHIA WEW YORK. N.Y. CHICAGO 
PITTSBURGH ST. LouIs 
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Decentralization 


The Clarkson Letter of August /Septem- 
ber 1954 points out that a general move- 
ment towards decentralization has been 
spurred by the realization that a man will 
do a better job if he is given all possible 
responsibility to rur his own show, use 
his own initiative and realize that he has 
a stake in the result of his efforts. The 
Letter points out that the term “decen- 
tralization’’ does not necessarily mean geo- 
graphical dispersion but rather the push- 
ing down of the “locust of decision-mak- 
ing” to self-contained units at the lowest 
practical level of the organization. 

Controllership Foundation’s new study, 
“Centralization vs. Decentralization in 
Organizing the Controller's Department’’ 
states that an administrative organization 
is centralized to the extent that decisions 
are made at relatively high levels in the 
organization; decentralized to the extent 
that discretion and authority to make im- 
portant decisions are delegated by top 
management to lower levels of executive 
authority. The Foundation’s new study 
points out that the relative degree of 
centralization or decentralization of the 
Controller's Department depends on at 
least five factors: The structure of the ac- 
counts and reports; the geographical lo- 
cation of accounting functions; formal au- 
thority relation; loyalties; and channels 
of communication. 


Research Write-ofts 

Under the new Revenue Code, devel- 
opment expenses may be written off im- 
mediately or capitalized to be written 
off over a period of at least five years. 
If a development is a patent and ex- 
penses are not charged immediately, the 
costs are to be written off over the life 
of the patent. Under the old law, devel- 
opment on had to be capitalized 
over the life of the asset. Once an elec- 
tion is made, however, the taxpayer 
must follow a uniform policy unless 
permission is granted by the Tax Com- 
missioner to change it. Items of depre- 
ciable life cannot be written off as an 
expense, but write-offs can include la- 
bor, engineering expenditures and other 
costs with a life of less than one year. 


This Electronic World 


The company home office of practically 
every life insurance company is closely 
studying the application of electronics ac- 
cording to the Institute of Life Insurance. 


oteA 





Large numbers of small machines involv- 
ing electronics in some way are already 
in use in life insurance offices and the 
ground work is now being laid for the use 
of the new giant machines. A shift to 
electronics would mean the second great 
shift in office methods in the century-and- 
a-half of life insurance business, with the 
first shift being from hand operations to 
the punch-card system. 


Cost of Giving 

Corporations may give more than the 
legal limits of five per cent of net in- 
come and still deduct it by carrying over 
the excess above five per cent to the suc- 
ceeding year and the year following. 
This enables the corporation to give 
more in good years and less in poor 
years and still average out the contribu- 
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tion over three years. With the federal 
tax rate at 52%, a $1,000 donation costs 
$480 and for a small company with net 
income of under $25,000 a $1,000 gift 
costs $700. The capital gains tax may be 
saved if a corporation donates securities 
which can then be sold by the donee at 
the full current market price. The in- 
come tax deduction is still available. 


Economics in the Factory 

Throughout the country this fall, over 
a million industrial workers will be dis- 
cussing the American System—what it is, 
how to protect it, how to improve it. At 
Republic Steel Company, for instance, 
7,000 of its foremen have learned about 
taxes, investments, how to read a balance 
sheet and a corporate income statement 
and the economy in general. 

The economics courses generally range 
from four-and-a-half to twenty-two-and- 
a-half hours per man on company time. 
The NAM estimates that over 1300 of 
its 20,000 member companies have some 
sort of economic schooling program in 
operation compared with less than 100 
in 1945. Many companies use specially 
prepared ‘films, economics primers, and 
display material. 





A digest of information developed by Controller- 
ship Foundation in answer to a recent inquiry. 


TO WHOM DOES THE PURCHASING AGENT REPORT? 
A survey of 1200 companies, conducted in 1944 by the 
magazine Purchasing, developed that the executive for pur- 


chasing is responsible to: 


President 34.3% 
General Manager 29.5% 
Vice President 18.3% 


Financial Officer 7.5% 
Production Executive 6.4% 
Other Officer 4.0% 


TOTAL—100% 


An officer of that publication expresses the opinion that 
in the 10 years that have elapsed since that survey, there has 
been a trend toward upgrading. 

In “Purchasing for Industry: Studies in Business Policy, 
No. 33,’ published by the National Industrial Conference 
Board, the following tabulation is found: 


EXECUTIVE TO WHOM ACTIVE HEAD OF PURCHASING REPORTS 


4 


Company sales 194 


Number of companies . 204 
TITLE 

Vice president! 38% 

PRPGMORE ok. os dass 34% 

General Manager 15% 

RP 6 ites a 13% 


1 Includes executive 


charge of production. 


THE GOMTROLER............... 


Total $5 
Under Million- Over 
$5 $50 $50 
Million Million Million 
55 102 47 
22% 41% 49% 
36% 31% 36% 
31% 12% 6% 
11% 16% 9% 


vice president and vice president in 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


NEW CONNECTIONS ... 


W. T. Leitner (#4427-1948), formerly 


controller, Fleischmann Distilling Corp., 
‘ New York, has joined the International 
Division of Standard Brands as control- 
ler. . . . John A. Myers (#4927-1950) 
is now budgetary control analyst with 
United Air Lines, Inc., San Francisco 
Municipal Airport, South San Francisco, 
Calif. . . . James W. Travers (#2510- 
1943) now staff assistant, Controller's 
Department, Bridgeport Brass Co., Bridge- 
port, Conn. . . . Hylan Freed (#5474- 
1952) now comptroller, Watson-Flagg 
Machine Company, Paterson, N. J. He 
was formerly controller, Heyer Industries, 
Inc., Belleville, N. J. 


Luis C. Roever (#5991-1953) is now 
controller, Electronics Corporation of 
America, Cambridge, Mass. He was for- 
merly coniroller and vice president, Banco 
de Ponce, Ponce, Puerto Rico. . . . Har- 
old F. Wilder (#4976-1950) now vice 
president and treasurer, Kenrow-Georgia, 
Inc., Atlanta, Ga. He was formerly affili- 
ated with C. R. Daniels, Inc., Baltimore, 
Md., as treasurer-controller. . . . Hugh 





ACCELERATED 
DEPRECIATION TABLES 


Tables showing annual deprecia- 
tion rates under the sum of years’ 
digits method approved by the 
1954 Revenue Code for new de- 
preciable assets. Rates are shown 
for assets with lives of 3 to 10, 12, 
15, 17, 20, 25, 30, 33, 40, 50, 60, 
67, 75 and 100 years. Also rates 
for the 200% of straight line de- 
preciation method. Printed on good 
quality flexible card paper of size 
8% by 11 inches. 


Prices, postpaid: 1 copy, $1.30; 3 copies, 
$3.00; 5 copies, $4.50; 10 copies, 
$7.50; 25 copies, $15.75. 


Write for prices on larger quantities 


ACCOUNTING PUBLICATIONS 


P. O. Box 604 College Station, Texas 











B. Downing (#5296-1951), formerly sec- 
retary-treasurer, Johnn Drilling Company, 
Fort Worth, Texas, is now vice president 
of Manning & Downing Drilling Co., 
Inc., of the same city. 


Howard G. Brush (#2751-1943) has 
joined Great Northern Paper Company, 


MR. BRUSH 


Bangor, Maine, as vice president in charge 
of finance. From 1950 until! joining Great 
Northern he was vice president and treas- 
urer of Brown Company, Berlin, N. H. 
From 1944-1950 he was vice president and 
treasurer of Motor Products Company, 
Detroit, Michigan. . . . Harold S. Lasell 
(#879-1937) has been appointed control- 
ler of the jointly operated New York Ho- 
tel Trades Council and Hotel Association 
of New York City, Inc. pension fund. He 
was formerly treasurer of Arthur Guinness 
Son & Co., Distributors, Ltd., Long Island 
City, N. Y. 


Lawrence S. Wiley (#5071-1951) is 
now with Johnston-Shelton Company, 
Dayton, Ohio. He was formerly control- 
ler, Wolf & Dessauer Co., Fort Wayne, 
Indiana. . . . Frank W. Welling (#4389- 
1948) has been elected vice president- 
finance, treasurer and a director of W. A. 
Case & Son Manufacturing Co., wholly 
owned subsidiary of Ogden Corporation, 
Buffalo, N. Y. He was formerly with 
Booz, Allen & Hamilton. . . . Ralph B. 
Pendery (#5688-1952), formerly con- 
troller, Milwaukee Boston Store Co. Divi- 
sion, Federated Department Stores, Inc., 
Milwaukee, Wis., is now controller, The 
Halle Brothers Company, Cleveland, 
Ohio. 


MR. PERRY 


COMPANY CHANGES .. . 

John P. Richmond (#5728-1952), comp- 
troller of ACF Industries, Incorporated, 
New York, has been elected vice president 
in charge of finance . . . Paul M. Ander- 
son, assistant comptroller, has been ad- 
vanced to assistant vice president-finance 

. . Walter J. Conaty (#6441-1954) has 
been elected comptroller succeeding Mr. 
Richmond . . . J. W. Hubbard (#5728- 
1952), assistant to the comptroller, is now 
assistant comptroller, as is Frank Clemin- 
shaw . . . John Howzdy (#3258-1945), 
assistant to the comptroller, has accepted 
the position of comptroller of ACF Elec- 
tronics Division in Alexandria, Virginia. 


Following the merger of Olin Indus- 
tries, Inc. and Mathieson Chemical Cor- 
poration to form the Olin Mathieson 
Chemical Corporation, Ronello B. Lewis 
(#5073-1951) was elected vice president 
for financial analysis (from Mathieson) 
and Charles C. Tallman (#3929-1947) 
was elected comptroller (from Olin). 


MR. LONG 


PROMOTIONS ... 

Fero Williams (#2530-1954), vice pres- 
ident and controller, Tide Water Asso- 
ciated Oil Company, San Francisco, Calif., 
has been appointed senior vice president 
and Russell D. Richardson (#6320-1954), 
regional controller, has been made con- 
troller. David B. Hinchman ap- 
pointed controller of Chrysler Corpora- 
tion’s automotive body division, Detroit, 
and Howard W. Hunt named to succeed 
him as assistant controller. . . . John H. 
Fennema (#2240-1942), controller, Rhine- 
lander Paper Company, Rhinelander, 
Wis., has been named treasurer to suc- 
ceed E. F. Houlehan, who is retiring. 


ERRATUM—lIn the September issue of THE Con- 
TROLLER, p. 439, it was reported that “Robert 
A. Stringer has been appointed assistant con- 
troller of General Foods, White Plains, N. Y. 
He was formerly comptroller, Metropolitan 
Opera Association, Inc., New York.” ... 
Member (#3799-1946) Robert N. Stringer is 
still comptroller of Metropolitan Opera Associ- 
ation, Inc., New York; Robert A, is not a 
member of the Institute. 


The Editors regret this confusion of initials. 
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ADDITIONAL DUTIES FOR... 

Warren P. Gray, controller, the Third 
National Bank, Nashville, Tenn., ad- 
vanced to vice president and controller. 
.. » Alfred W. Long (#2881-1944) has 
been assigned the accounting details for 
the Plastics Division, Monsanto Chemical 
Company, Springfield, Mass., in addition 
to his other duties as treasurer of Shawini- 
gan Resins Corporation of the same city. 
. . » Sidney G. Larkin (#4278-1948) has 
been elected treasurer of Englander Co., 
Inc., Chicago, Ill. He will continue as con- 
troller. . . . William G. Gisel (#6042- 
1953), comptroller, Bell Aircraft Cor- 
poration, Buffalo, N. Y., now secretary- 
comptroller. 


EXTRACURRICULAR ACTIVITIES .. . 
Henry Keyserling (#3345-1945) man- 

agement consultant with Cresap, McCor- 

mick & Paget, New York, addressed the 


oe 


Fall River, Massachusetts, Chapter of 
NACA on the subject of “Gearing Cost 
Accounting to Management Needs.” . . . 
Henry C. Perry (#169-1932), secretary 
and treasurer, Heywood-Wakefield Com- 
pany, Gardner, Massachusetts, partici- 
pated in a panel discussion at the recent 
Annual Meeting of the National Associa- 
tion of Furniture Manufacturers on ‘How 
to Reduce Your Costs.” Mr. Perry is a 
past national president (1937-1938) of 
Controllers Institute of America. He was 
elected a director of the NAFM at the 
Chicago Annual Meeting in September. 
Paul A. Reck (#5340-1951), as- 
sistant treasurer, Sperry Gyroscope Co. 
Division of the Sperry Company, Great 
Neck, N. Y., will be one of the speakers 
at the AMA Insurance Conference to be 
held in Chicago, November 10-12. The 
subject will be “How the New Tax Law 
Influences Insurance Management.” 





Obituary 





GEORGE J. BECKER (#3839-1947), 
secretary-treasurer, Jahncke Service, Inc., 
New Orleans, La., died on August 26, 
1954 at the age of 70. He joined Jahncke 
in 1917. 


WALTER F. CARLEY, SR., president and 
general manager of the Boston Post Pub- 
lishing Company, died in Wakefield, 
Mass., on September 7, 1954. Mr. Carley 
was the first president and an organizer of 
the Institute of Newspaper Controllers 
and Finance Officers. 


RICHARD H. GreEGory, 77, retired con- 
troller of the Western Electric Company, 
New York, died on August 26, 1954 at 
Northampton, Mass. Mr. Gregory retired 
from WE in 1941 after more than 30 
years as controller and 20 years as a direc- 
tor. 


NoRMAN W. Kurz (#1978-1941), 
Lockheed Aircraft Corporation, Burbank, 
California, and formerly controller, Marlo 
Packing Corporation, San Francisco, Cali- 
fornia, died on July 22, 1954 at the age 
of 50. 


ROBERT E. Moore (#1142-1938), 
former controller of White Laboratories, 
Kenilworth, N. J. from 1931 until his 
retirement in 1952, died in Clearwater, 
Florida, on June 26, 1954 at the age of 63. 











ROBERT L. SCHUPPE (#4485-1949), 
treasurer-controller of Boyd-Richardson 
Company, St. Louis, Missouri, died on 
September 4, 1954 at the age of 55. 


WALTER K. SHAW, 64, former vice 
president and treasurer of the Turner Con- 
struction Company, New York, died on 
September 10, 1954. Mr. Shaw joined the 
Turner organization in 1913 and retired 
because of ill health in 1953. Mr. Shaw 
held membership certificate #5381-1951 
in Controllers Institute of America. 


WILLIAM V. VAUGHN (#2995-1944), 
retired vice president and controller of 
Henke and Pil- 
lot, Inc., Hous- 
ton, Texas, died 
on September 
7, 1954 at the 
age of 55. Mr. 
Vaughn joined 
the staff of 
Henke & Pillot 
in 1943 as con- 
troller and was 
elected to the 
Board of Direc- 
tors in 1946. In 
1949 he was named vice president and 
controller. He served as president of the 
Houston Control of Controllers Institute, 
1947-1948. 


W. V. VAUGHN 


ge 


Word was received in the National Office of the death of 
THoMas CLyDE McCoss, eleventh president of Controllers In- 
stitute (1942-1943), just as we went to press. Obituary and trib- 
ute will appear in the December issue of THE CONTROLLER. 
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Concerning Management Consultants 


(Continued from page 509) 


result of a default by management. In 
many instances responsible officers and 
executives of corporations have failed to 
do the work themselves which they should 
have done instead of calling in manage- 
ment consultants. Many times they have 
had available on their own pay roll men 
with the specialized Eoondadoe necessary 
to do this work. In other instances they 
could readily have hired the personnel on 
a permanent basis to do this work under 
their own supervision. Why have they not 
done this? The default by management 





in many instances has been unwise pur- 
chasing. This is the result to be expected 
from the combination of hard-selling and 
weak sales resistance. 

Just as professional men have defaulted 
in Management engineering fields because 
of professional restraints, professional 
dignity, lack of selling ability, and failure 
to realize opportunities, so have the ofh- 
cers and executives of corporations, con- 
trollers among them, defaulted for the 
same and closely allied reasons. Execu- 
tives, who should have taken a situation 





How to Solve 


CLERICAL 
PROBLEMS 


Automatically 





You’ve heard a lot about push- 
button techniques and the me- 
chanical-brain equipment that 
have been developed to cut cler- 
ical costs and improve office 
procedure. 

If you’ve thought that these 
developments are “‘too rich for 
your blood,” there’s a surprise in 
store for you at STATISTICAL. 

Today, this organization pro- 
vides cierical service that utilizes 
the newest electro-mechanical 
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STATISTICAL TABULATING COMPANY 


Established 1933 © Michael R. Notaro, President 


CHICAGO 
53 West Jackson 
HArrison 7-4500 
NEWARK 
National-Newark Bldg. 
MArket 3-7636 


NEW YORK 
89 Broad Street 
WhHitehall 3-8383 


CLEVELAND 
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equipment. It’s a service that 
makes the advantages of these 
wonder machines available wher- 
ever there is a clerical problem 
and on a basis that is most prac- 
tical and economical. 

If you have been looking for a 
way to cut clerical costs to a 
minimum, STATISTICAL can help 
you do it—AUTOMATICALLY. 

Just phone or write our office 
nearest you and one of our 
methods engineers will give you 
the complete story. 


ST. LOUIS 
411 North Tenth Street 
CHestnut 1-5284 


TABULATING 
CALCULATING 
TYPING 
TEMPORARY OFFICE 
PERSONNEL 


in hand and corrected weak spots in their 
Organization or put improvements or new 
programs into effect, have failed to take 
the responsibility. They have “passed the 
buck’”’ and called in management con- 
sultants. 

Controllers have seen what changes 
were needed but have not had the ability 
or the will to sell the other executives or 
the board of directors. In many instances 
they have failed to realize the opportuni- 
ties and have failed to train men in their 
own organization to do work which could 
be done much better as a continuous inte- 
grated operation in their own office or in 
some department than as a temporary 
task for outside consultants. How many 
controllers fail to delegate record-keeping 
to a subordinate and devote full time to 
policy-making and other forward-looking 
management matters ? 


HIRING CONSULTANTS 

The proper way for the management of 
a corporation to hire and use management 
consultants is a matter of interest to every 
corporation. In this connection there are 
many points to be considered, but in each 
individual case, the one best way to handle 
the situation is not identical in every in- 
stance. 

Before reviewing these considerations 
it should be pointed out that the three 
functions of the management of a corpora- 
tion are planning, organizing and operat- 
ing. 

Before a corporate enterprise can be 
launched successfully, it is necessary for a 
general plan to be made, whether in writ- 
ten form or not, covering the products to 
be handled and the general policies to be 
followed. Planning does not end here. 
New plans must be made constantly and 
old ones modified to meet every new con- 
dition. 

Management’s next function is to or- 
ganize the detailed affairs of the corpora- 
tion. This involves laying out the plant 
and office, detailing the financial, produc- 
tion, distribution, selling and personnel 
policies to be followed, and hiring the 
necessary executives and employes. This is 
also a continuous function as changes in 
organization and better coordination are 
constantly needed. 

Once the business has been planned and 
organized, it is management’s job to op- 
erate it successfully. Operation involves 
supervising, coordinating, controlling and 
improving. The officers must supervise the 
work of all employes and coordinate it. 
They must control the actions of all em- 
ployes and of all costs. 
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The division of the work of managing 
a corporation between the board of di- 
rectors, the officers and the employes 
varies with each individual case. The over- 
all responsibility falls upon the board of 
directors. While it may assign parts of this 
responsibility to the officers and others, it 
still has the final accountability. The offi- 
cers in turn accept certain responsibilities 
from the board of directors, part of which 
they delegate to employes and part of 
which they exercise themselves. 

One of the most important officers in a 
modern corporation is the controller and 
he is the key man among those engaged 
in the management of the corporation in 
respect to dealing with management con- 
sultants. Whether he is called the con- 
troller or by some other title, such as 
treasurer, general manager or vice presi- 
dent, he is still the man who has the 
greatest responsibility in relation to man- 
agement consultants. 


FUNCTION OF THE CONTROLLER 


The first responsibility of the controller 
in this connection is to make sure that 
outside management consultants are not 
engaged to do work which could be done 
as well by employes of the corporation. 
In some cases these employes already have 
the specialized knowledge to do the work 
contemplated. In other cases employes 
could be trained to do this work, and in 
still other cases men could be hired who 
already possess the specialized knowledge 
or could be trained to do this work. The 
controller's first duty, therefore, is to see 
whether it is necessary to employ manage- 
ment consultants or whether it is possible 
to integrate the job into the corporate or- 
ganization. 

If the controller finds it is not feasible 
to do the contemplated work through the 
corporation’s own employes, either be- 
cause the work requires a highly special- 
ized knowledge or experience or because 
it is of short duration or of a nonrecurring 
nature, the controller’s next function is to 
consider hiring a management consultant 
firm in cooperation with the appropriate 
department head, officer or board of di- 
rectors. 

The first considerations should be the 
answers to these questions. 


Can a management consultant firm do 
this work successfully? 

Can anyone else do it better? 

Is this work really necessary and worth 
its cost to the company? 


Assuming these questions have been 
studied carefully and answered favorably, 
the next step is to select the right firm of 
management consultants. 

Once the firm of management consult- 
ants has been selected, the next step of 
the controller is to make the right con- 
tract. In doing this it is necessary to get 
quotations of daily rates, estimated time, 
and, in many instances, a guaranteed max- 
(Continued on page 552) 
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- with 
ACCURATE 
job time 

records 


CALCULAGRAPH 


figures elapsed time accurately 








Reliable job time records are essential for com- 
piling correct cost data, estimating reorders and 
checking on production efficiency. One sure way 
to secure accurate to the minute, 

dependable time costs is to use Fr 
Calculagraph automatically-figured 
elapsed time records. Calculagraph 
gives you total elapsed time, 
starting and finishing time and 
date on a permanent, printed 
reference card. Eliminate losses 
due to inaccurate job time cal- 
culations by using Calculagraph 
to time your operations. 
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Write for full information today, 
to Dept. 336 


tm CALCULAGRAPH COMPANY 


SUSSEX STREET, HARRISON, NEW JERSEY 












*OPPORTUNITIES« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 


number. Closing date 10th of preceding month. | 


Address box number replies to THE COoNn- 
TROLLER, One East Forty-second Street, New 
York 17, N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





FINANCIAL-ACCOUNTING-EXECUTIVE 
Heavy public utility and manufacturing ex- 
perience, Skilled administrator, keen analyst, 
gets things done minimum cost. Thorough 
knowledge modern accounting techniques, 
IBM, finance, auditing, costs, controls, budg- 
ets, systems and procedures, credits, insur- 
ance, taxes, pensions, government contacts. 
Timely and accurate figures interpreted for 
management action. Effective controls pain- 
lessly applied. Harvard trained—business ad- 
ministration, accounting, finance, statistics, 
law. Member Controllers Institute. Can re- 
locate, U.S. or abroad; knowledge languages. 
Available immediately. Box 2134. 


TAXES-FINANCE 


Tax manager of large corporation seeks to 
broaden scope of activity into administrative 
and analytical duties in the corporate finan- 
cial field (e.g., financing, budgeting, insur- 
ing), in addition to responsibility for tax 
planning and management. Active in profes- 
sional societies. Box 2135. 


TREASURER-CONTROLLER 


Investment and accounting officer of financial 
firm, with nine years’ management experience. 
Thorough knowledge of accounting and in- 
vestment administrative technique (including 
systems and procedures analysis and IBM 
methods). Age 35, BBA, married, and presently 
earning $11,000.00. Wish to relocate with ag- 
gressive sound organization affording room 
for growth. Box 2146. 


ASSISTANT CONTROLLER 
CPA (N. Y.), age 27, with comprehensive 
knowledge of corporate accounting methods, 
costs, budgets, internal controls, inventory 
methods, tax-planning programs, audit, credits 
and collections, desires position with a fu- 
ture. Currently audit supervisor and manage- 
ment consultant with prominent New York 
firm of certified public accountants. Box 2147. 


CONTROLLER—TREASURER 
Twenty-two years experience corporation ac- 
counting, budgets, systems, taxation, financial 
management and top-level planning. Presently 
assistant controller of large multiplant manu- 
facturer and foreign subsidiaries. Wishes to 
relocate South or Pacific Coast. Present salary 
$16,000.00. Age 48. Box 2148. 


CONTROLLER 
SYSTEMS AND METHODS 
MANAGER 
Fifteen years diversified experience as control- 
ler and in accounting systems and methods. 
Costs, budgets. management planning and con- 
trols. Strong on cost reduction. University grad- 
uate. Age 36. Salary $10,000.00. Box 2149. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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imum cost. It is also necessary to define 
and limit carefully the scope of the work 
to be done and to agree on the nature and 
size of the report to be made. 


GETTING MAXIMUM VALUE 


Once the controller, in cooperation with 
the department head, officer or board of 
directors, has made the contract, the next 
step is for him to make sure that the cor- 
poration gets the maximum value from 
the work of the management consultants. 

As the work progresses, he should see 
to it that they are given all possible as- 
sistance. This means good working condi- 
tions, both as to physical facilities and as 
to cooperation from everyone connected 
with the corporation. He should also see 
to it that all detailed work which the cor- 
poration’s employes can do is done by 
them instead of leaving it for the man- 
agement consultants to do. The consult- 
ants should “consult,” meaning review, 
analyze and recommend changes. Con- 
sultants should never do routine clerical 
work which can be done by the company’s 
own employes. No task force should ever 
be necessary. 

In addition to giving them all possible 
assistance, the controller should keep in 
close touch with them as the work pro- 
gresses. He should have frequent confer- 
ences, or at least contact, as to progress as 
it relates to time and ideas. He should 
have control over and be on guard against 
any enlargement of the scope of the work. 
(This is not to say that in some cases en- 
largement of the original scope may not 
be wise, but the function of the controller 
is to make sure that it 7s wise and also 
that it is covered by an exact contract, just 
as the original engagement was covered.) 
As a general rule, the original job should 
be entirely finished and the report re- 


ceived before another job is authorized. 
There are many reasons for this rule but 
its wisdom has been demonstrated many 
times. 

At the conclusion of the work of the 
management consultants, there are three 
things which must be considered carefully 
by the controller and the other corporate 
officers. First is the report. The nature 
and size of the report should be in ac- 
cordance with the contract made before 
the work was started. In this connection, 
many times a report is too voluminous and 
too detailed. It is unwise to ask for or to 
pay for more of a report than is actually 
needed or will actually be used. The con- 
troller should assist in avoiding overcom- 
mitment of his corporation in this respect. 
Once the report is received and studied 
carefully, it should be decided whether or 
not this report is in the form wanted and 
covers everything necessary. If not, it 
should go back to the management con- 
sultants for changes or additions. 

Once the report is in acceptable form 
and has been studied fully, a conference 
should be called to discuss it and the ac- 
tion to be taken regarding it. At this time 
it becomes the turn of corporate manage- 
ment to listen to the management con- 
sultant, who, if he did the work properly, 
has been asking questions and listening 
to management during the course of the 
work. 

The final step in connection with the 
work of the management consultant is 
that the corporate officers, with the guid- 
ance of the controller, agree as to what 
action shall be taken and put the agreed 
changes into effect. This does not end the 
matter, for unless frequent reviews of re- 
sults and of the way in which the changes 
are working out are made, the benefits of 
the report will not be fully realized. 


QUIZ 


In selecting the right firm of management consultants 
several questions must be studied and answered carefully: 


W hich management consultant firm has had the most ex- 
perience in this spectal type of job and in this industry? 
What references will this firm give as to successful work 


in this special type of job? 


Will these references give enthusiastic endorsement? 
Will they point out danger spots and points of dissatis- 


faction with work done? 


Have all prejudices been eliminated in selecting the firm 


of consultants? 


Have personal friendships, hard-selling, false or unproved 


claims been discounted? 
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"LOO K—clean hands—thanks to 


AZOGRAPH 


—a completely new process for 
making copies.” 


“I'm a white collar girl who stays 
clean—even though I spend all my time 
typing duplicating masters (and making 
corrections) now—for the first time—my 
hands are clean when the work is fin- 
ished. The girls who use the AZOGRAPH 
duplicator say the same thing—and they 
tell me it is such a fast, easy way to make 
copies.” 

*For more information about AZO- 
GRAPH~—a completely new, patented, 
low-cost way to make copies of written, 
typed and drawn material—simply clip 
the Information Request ticket below to 
your letterhead and mail to A. B. Dick 
Company, 5700 Touhy Avenue, Chicago 
31, Illinois. 


THE FIRST NAME IN DUPLICATING 


Information 
Request 


See above. 
Dept. C-1154 


A. B. DICK, B and AZOGRAPH are registered trademarks of A. B. Dick Company 





Lie Emplovee-Benelit: Plan 
that will do the most good 
for vour company and its 
emplovees 


. Our planning services are available to you, without 
ation, in choosing the most suitable plan or plans for 
any. 
Write or telephone our Pension Trust Division 
55 Wall Street, New York 


CITY BANK FARMERS TRUST COMPANY 
HEAD OFFICE: 22 WILLIAM STREET, NEW YORK 


THE NATIONAL CITY BANK OF NEW YORK 





